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Preface 


The budget measures described in this document reinforce the initiatives taken in 
November 1984 and in the budget of May 1985. The government’s strategy for 
economic renewal in Canada is bringing results in the form of faster economic 
growth and rapid increases in employment. 


When this government came to power, the state of the nation’s finances had been 
allowed to deteriorate to an alarming degree. An unbroken string of deficits 
beginning in 1970-71 had resulted in a massive accumulation of debt which, by 
1984, was itself contributing significantly to the deficit in the form of ever higher 
debt service requirements. This situation was unprecedented and potentially 
explosive. Government expenditures on programs were also rising rapidly, 
exacerbating a trend which had been in evidence since the mid-1960s. 


This fiscal situation posed a serious threat to the growth potential of the Canadian 
economy. Heavy government borrowing pushes up interest rates. Moreover, as 
debt accumulates and service charges mount, investors become increasingly 
concerned about future inflation. As recent experience indicates, concerns about 
present and future deficits can have significant effects on interest rates, the 
exchange value of the dollar and the business investment on which so much of our 
future prosperity depends. 


Over the last 18 months concrete steps have been taken to correct the fiscal 
imbalance. Last May I set out a specific deficit reduction target for this fiscal year 
and, on current estimates, that target will be realized. Moreover, I said that 
expenditure reduction would make by far the largest contribution to this outcome. 
This too has been the case. Total spending for 1985-86 is now estimated to be 

$1 billion less than was projected in May, in spite of some unforeseen and 
significant requirements for expenditure increases. 


After growing at an annual average rate of 12 per cent between 1974-75 and 
1984-85, program expenditures were held to no growth in 1985-86 and non- 
statutory spending was reduced 1.4 per cent. In real terms, adjusted for inflation, 
this means that discretionary government spending has been reduced by about 

5% per cent this fiscal year — an unprecedented development. This restraint 
resulted from government programs being eliminated or reduced and by 
management initiatives directed to producing the same or even improved 
government services in a more cost-effective manner. The insights provided by the 
Ministerial Task Force on Program Review have been instrumental in this regard. 


The impacts of measures taken to date will continue to grow. As a result of 
previous initiatives, and those I am announcing today, I expect that the deficit will 


iil 


decline a further $4.8 billion next fiscal year and another $3.5 billion in 1987-88 
to reach a level of $25.9 billion. For the first time in many years, in 1987-88 the 
government’s program expenditures, statutory and non-statutory, will be less than 
its revenues. The government’s financial requirements, the best measure of the 
impact of the deficit on credit markets, are expected to fall by 40 per cent from 
$29.8 billion in 1984-85 to $17.7 billion in 1987-88 and to fall a further 40 per 
cent to less than $11 billion by the end of the decade. Moreover, reductions in 
government expenditures will account for almost two-thirds of the deficit 
reduction to be realized by 1987-88. While tax increases also play a role, by 
1987-88 the total tax receipts of the federal government, measured as a pro- 
portion of gross national product, will be well below the levels of 10 years ago. 


Beyond 1987-88, fiscal developments will be conditioned by economic events that 
remain highly uncertain. On the basis of moderate economic growth, with these 
fiscal restraint measures in place, the debt-to-GNP ratio will stabilize near the end 
of the decade, with expenditure reductions being responsible for 70 per cent of the 
progress achieved. By 1990-91 expenditures on government programs as a 
proportion of GNP will be back down to levels last seen in the 1960s. Reflecting 
the government’s commitment to reduce its intervention in the market place, non- 
statutory program spending has been sharply reduced. Statutory programs such as 
Family Allowances and transfers to the provinces for Established Programs 
Financing have also made an important contribution to deficit reduction. 


As these measures are reflected in lower deficits, I believe that Canada will 
increasingly reap the benefits of improved confidence both at home and abroad. 
Our track record is good and we can be expected to continue it. The totality of the 
government’s economic policy is directed to providing sustained economic growth 
and meaningful, productive jobs for Canadians. The only sure foundation for this 
is a more dynamic private sector, operating in balance with a public sector that is 
both more efficient and fiscally responsible. 


Vesey aye has 


The Honourable Michael H. Wilson 
Minister of Finance 
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1. Overview of the Fiscal Strategy 


The Strategy for Economic Renewal 


In November 1984 the government put in place a strategy for economic renewal 
that would guide federal policy through the decade, clearing the way for sustained 
economic growth and job creation at low, stable rates of inflation. Three major 
challenges were identified: 


First, to encourage private initiative with policies that would foster 
higher investment, greater innovation, increased international 
competitiveness and a positive climate for the growth of enterprise. 


Second, to redefine the role of government so that it provides a more 
effective framework for economic growth and job creation and is less of 
an obstacle to change and innovation. 


Third, to restore fiscal integrity by reducing the deficit and arresting the 
growth of the national debt in order to reverse the damaging impact 
continuing high deficits have on confidence and growth. 


These challenges are being met. This budget, the third major fiscal statement 
by the government, continues the process of building the framework for 
economic renewal. 


Initiatives Already Taken 


The first major step in the economic program was taken in September 1984 with 
the appointment of the Ministerial Task Force on Program Review. This initiative 
ushered in a new approach to expenditure control that brought private sector 
experts from labour and business together with those in the public sector. The 
mandate of the Task Force was to review all government programs with a view to 
simplification, consolidation and the improvement of service to the public. The 
work of the Task Force has been ongoing since September 1984 and many of its 
recommendations have already been implemented. Further actions consistent with 
the general recommendations for downsizing of government and more effective 
management are introduced in this budget. 


The Economic and Fiscal Statement of November 1984 announced the first set of 
initiatives designed to improve the effectiveness of government. Following the 
expenditure review undertaken by the President of the Treasury Board, the 


government announced expenditure reduction and cost-recovery measures that 
would net over $1 1/2 billion in 1985-86, growing to more than $5 billion per year 
by the end of the decade. These initiatives were spread over a wide range of 
programs and government activities. Many programs had their funding levels 
reduced, government management of resources and departmental operations was 
tightened up, some programs were eliminated, some capital projects were 
cancelled or deferred and increased cost recovery from a number of government 
services was instituted. As well, additional administrative resources are being 
provided to the Minister of National Revenue in order to ensure that Canadians 
owing taxes to the government pay those taxes fully and within a reasonable 
period of time. At the same time, new initiatives were taken in line with the 
government’s commitments to social justice and more flexible and efficient labour 
markets. Extension of the spouses’ allowance to widows and widowers aged 60-64 
and the establishment of a $1 billion fund for job skills training reflected these 
commitments. On balance, the initiatives of the November statement not only 
reduced the severity of the deficit and debt situation, but did so in a way that was 
equitable, that reduced the intrusiveness of government in the private decision- 
making process and that strengthened the integrity of the tax system. 


The government’s economic policy in the winter of 1984-85 built on the 
groundwork that had been laid in November. The Foreign Investment Review 
Agency was replaced by Investment Canada, whose goal is to encourage the inflow 
of productive capital from abroad to finance domestic investment projects and 
create jobs in Canada. New energy accords were reached with Newfoundland and 
the western energy-producing provinces. The major thrust of these accords was to 
eliminate government intervention and regulation in the determination of oil prices 
and production in Canada. 


The May 1985 budget further reinforced progress on the challenges laid out in the 
economic renewal strategy. To encourage private initiative, the $500,000 lifetime 
capital gains tax exemption was introduced, pension fund rules were modified to 
encourage investment in the equity capital of small business, the provisions of the 
western energy accord were implemented, research and development spending was 


encouraged, and discussion papers on the corporate tax system were tabled 
in Parliament. 


The May budget also introduced further, significant measures to improve 
government effectiveness by tightening internal management and by improving 
the effectiveness and targeting of social, cultural and economic programs. The 
first report of the Ministerial Task Force on Program Review, outlining the 
decisions the government had taken in response to its recommendations, was 
tabled in Parliament. Further improvements in the fairness and effectiveness of 
the tax system were also instituted. Most notably, a number of unproductive tax 
expenditures were curtailed or eliminated — the scientific research tax credit, and 


the tax shelter financing of yachts, recreational vehicles and hotels — and the 

_ government announced its intention to proceed with a new minimum personal 
income tax. In addition, a discussion paper on the budgetary process was tabled in 
Parliament, suggesting that a more orderly and systematic process would add 
greater certainty to both private and public sector planning strategies. 


Major strides were also made in the May budget on the third challenge which the 
government had set for itself — control of the national debt. Combined with the 
November initiatives, the deficit reduction measures in the May budget resulted in 
very substantial progress in bringing the growth of the public debt back in line 
with that of the gross national product. By 1990-91 the direct effects of the 
November and May measures together were estimated to reduce the deficit by 
$20 billion and the stock of public debt by $74 billion from what they would 
otherwise have been (Table 1.1). Moreover, these declines in the deficit will be 
realized largely through expenditure reductions. These initiatives to reduce the 
deficit slowed the projected growth in the debt-to-GNP ratio quite dramatically 
(Charts 1.1 and 1.2), easing the concerns of investors and improving confidence in 
the economy. 


In the summer and fall of 1985 the government moved ahead on a number of 
economic fronts in line with policy directions set over the preceding year. 
Following preliminary discussions earlier in the year, and consistent with the 
challenge of encouraging private initiative and promoting competitiveness, plans 
to enter into negotiations towards a new, freer trading regime with the United 
States and a new round of multilateral trade negotiations were announced. 
Reflecting plans to rationalize the structure of Crown corporations, a number of 
government holdings with commercial value but little ongoing public policy 
purpose were sold, including the government’s interests in the Canada 
Development Corporation, the de Havilland Corporation, and Northern 
Transportation Company Limited. In August, the government also released an 
updated account of the cost of selective tax expenditures to encourage dialogue on 
the value of maintaining various measures during a period of both restraint and 
renewed interest in improving the efficiency and fairness of the tax system. 
Finally, important steps to improve the fairness of the tax system were taken with 
the December announcement of terms of the minimum personal income tax to 
take effect from January 1, 1986 and amendments to the Income Tax Act to 
eliminate certain identified abuses. 


The government also began a new round of pre-budget consultations in the fall. 
These consultations confirmed a developing consensus on the requirement that the 
federal debt-to-GNP ratio be stabilized by the end of the decade, and on the need 
for further steps to foster national and regional economic development through 
private sector expansion. These sentiments were also reflected at the First 
Ministers’ Conference in November. The process of pre-budget discussion and 


Table 1.1 
Net Deficit Reduction Initiatives 


Cumulative 
1985-86 
to 
1985-86 1986-87 1987-88 1990-91 1990-91 


(billions of dollars) 
November 1984 and May 1985 


Discretionary tax revenue changes 


Tax revenue increases 1.8 5.8 7.0 Tie3 4377, 
Tax revenue decreases 1.6 a9 4.1 6.5 Po) 
Sub-total 0.1 1.9 2.9 4.9 16.4 
Discretionary expenditure changes 
Expenditure reductions 5.8 6.5 7.9 10.6 49.8 
Expenditure increases 1.5 1.4 Nee 0.9 Tol 
Reduction in public debt charges 0.3 0.9 Nil 5:3 ers 
Total net expenditure reduction 4.5 6.0 8.3 15.1 57.9 
Total deficit reduction 4.7 1.9 Bie 20.0 74.3 
February 1986 
Discretionary tax revenue changes 
Tax revenue increases - 1.9 29 3.9 15.6 
Tax revenue decreases - 0.4 0.6 0.8 3:1 
Sub-total - eS 2.4 3.2 125 
Discretionary expenditure changes 
Expenditure reductions - 0.9 Res) asl 9.6 
Expenditure increases — 0.2 0.3 0.9 2.4 
Reduction in public debt charges - 0.1 0.3 1.4 325 
Total net expenditure reduction ~ 0.8 1.4 3.6 10.8 
Total deficit reduction - 25 S\al) 6.8 23:2 
Total for November 1984, 
May 1985 and February 1986 
Discretionary tax revenue changes 
Tax revenue increases 1.8 Te 9.9 13:3 59.3 
Tax revenue decreases 1.6 4.3 4.7 as 30.4 


Sub-total 0.1 3.4 S72 8.0 28.9 


Results 


Table 1.1—Continued 


Net Deficit Reduction Initiatives 


Cumulative 
1985-86 
to 
1985-86 1986-87 1987-88 1990-91 1990-91 


(billions of dollars) 
Discretionary expenditure changes 


Expenditure reductions 5.8 7.4 922 13.7 59.4 
Expenditure increases 15 Ley, Nee) 7, 9.5 
Sub-total 4.3 5.8 ve 12:0 49.9 
Reduction in public debt charges 0.3 1.0 2.0 6.7 18.7 
Total net expenditure reduction 4.5 6.8 oy. 18.7 68.6 


Total deficit reduction 47 10.2 14.9 26.7 97.5 


Note: Figures may not add due to rounding. 


consultation is playing an increasingly important role in federal budget-making 
and this budget’s main thrusts have been shaped in very important respects by the 
public debate of the past few months. 


Achieved 


The measures taken in November and May resulted in a much improved 
expenditure outlook compared to what would have occurred in the absence of such 
initiatives and compared to past experience. 


In May 1985 the government projected total expenditures of $105 billion for 
1985-86, up 5.4 per cent from 1984-85 levels. Excluding interest costs, the 
government budgeted $79 billion in expenditures for all government programs. 
This represented an increase of only 2.2 per cent this fiscal year, far lower than the 
9.2-per-cent growth experienced in 1984-85 and less than the anticipated rate 

of inflation. 


In fact, the cost-cutting measures introduced in November and May, together 
with economies revealed by the Ministerial Task Force on Program Review and 
tight management throughout the year, have allowed the government to reduce 
expenditures further from the May projections. Total budgetary expenditures this 
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Chart 1.2 
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year, on the same accounting basis as was used in the May budget,” will be 
$103.9 billion. Expenditures on government programs this year will be 

$78.3 billion, $800 million less than forecast in May and $250 million lower than 
the amount spent in 1984-85. Discretionary spending, that is spending on non- 
statutory programs, will amount to $36.1 billion this year — $600 million or 1.7 per 
cent less than the $36.7 billion spent in 1984-85. This is the first time in over 15 
years that non-statutory expenditures have declined. 


Specific examples of actions taken to achieve these results are outlined in 
Chapter 2 of this publication. 


The deficit for the current fiscal year, again on the same accounting basis used in 
the May budget, is estimated at $33.8 billion. This is a $3.1 billion reduction from 
last fiscal year, and the first time the deficit has declined since 1979-80. In 
1986-87 the deficit will be reduced to $29.8 billion. On the new accounting basis 
the deficit declines by $4 billion from $38.2 billion in 1984-85 to $34.3 billion in 
1985-86 and by a further $4.8 billion to $29.5 billion in 1986-87. The impact of 
the management initiatives and of the May 1985 budget measures will be reflected 
in significantly reduced expenditures and a larger flow of revenues in the 
remaining months of 1985-86 fiscal year, so that the budgetary deficit should 
decline substantially in the final quarter of this fiscal year. 


The initiatives already taken have had very positive and substantial impacts on the 
economic and fiscal situations in Canada. The economy expanded beyond the 
expectation of virtually all forecasters in 1985. Real output advanced at a 4.5-per- 
cent pace and growth was much more broadly based than in 1984; employment 
increased steadily, unemployment fell and inflation remained low and stable. 


The February 1986 Budget 


Notwithstanding the significant progress made in November 1984 and May 1985 
in regaining control of public expenditures, problems remained in the medium 
term. The May budget projected deficits to continue at above $30 billion per year, 
even with substantial continuing expenditure control. The projected build-up of 
debt, while slowing, was still excessive — approaching $400 billion or 64 per cent of 
GNP by the end of the decade. This medium-term fiscal outlook continued to 


threaten healthy economic performance. In order to deal with this concern, this 
| budget introduces further measures to consolidate expenditure reduction and to 


control the build-up of our national debt. 


New expenditure restraints will affect major programs, as well as the overall 
management of public monies. On the program side, future commitments of 


A number of accounting changes are being introduced in this budget in response to 
recommendations made by the Auditor General. In particular, the Exchange Fund Account, the 
Unemployment Insurance Account and the Western Grain Stabilization Account will be 
consolidated into the government’s budgetary accounts, and loans to developing countries will be 
treated as budgetary rather than non-budgetary transactions. The balance of The Fiscal Plan is 
described on the basis of the new accounting system unless otherwise noted. A full reconciliation 
is provided in Annex 1. 


resources for foreign aid will be held to 0.5 per cent of GNP for the balance of this 
decade. This will still allow growth in Canada’s support to developing countries of 
over 8 per cent per year on average, but will result in total savings of $1.5 billion 
from the previous expenditure plan over the next five years. Canada now intends 
to reach the foreign aid objective of 0.6 per cent of GNP by the mid-1990s. 


Growth in the defence budget will also be restrained this year and next. The 
projected rate of growth of defence expenditures will be reduced by | per cent in 
1986-87 and 1987-88, yielding savings of $285 million. Expenditures on defence 
will grow by 6 per cent per year on average for the balance of the decade. After 
allowing for inflation, defence expenditures will grow by 2.75 per cent in 
1986-87 and 2 per cent per year from 1987-88 to 1990-91. 


On the management side, new expenditure reductions will reflect further 
improvements in the management process in government. These measures 
continue to respond to the advice and recommendations provided by the 
Ministerial Task Force on Program Review. With the new, leaner management 
style that has been put in place over the last year, individual Ministers now have 
more flexibility in managing the resources within their portfolios. They will be 
expected to operate strictly within their budgets. Reserves for increases in 
operating costs are being cut back substantially with the result that unforeseen 
increases in discretionary programs will have to be funded through greater 
efficiency and through reallocations from lower priority areas, as was the case in 
1985-86. In addition, the President of the Treasury Board will be directing an 
absolute reduction of $500 million from 1986-87 Main Estimates levels, 
representing an average cut of 2 per cent in all non-statutory programs with the 
exception of foreign aid and defence. Beyond 1986-87, individual departments will 
have their outlays for operating and maintenance restricted to annual growth rates 
of only 2 per cent. This will result in further real spending reductions through the 
rest of this decade. 


As a result of these further efforts, the reduction in planned program spending will 
total almost $1 billion in 1986-87, and grow to $3.1 billion annually by 1990-91. 
(Table 1.1). Spending on all government programs will grow, on average, by only 
3.2 per cent per year to the end of the decade — less than the expected rate of 
inflation. In 1984-85, spending on programs amounted to 20.6 per cent of GNP. 
This will be reduced to 18.3 per cent of GNP in 1986-87 and will fall further to 
15.8 per cent of GNP by 1990-91. By the end of the decade, government spending 
on programs will amount to the same share of the economy it represented at the 


end of the 1960s. 


A number of important revenue initiatives are also taken in this budget. These are 
designed to improve the effectiveness of the tax system and to raise additional 
revenues. Following the discussion paper on restructuring the corporate income 
tax released with the May 1985 budget, and consistent with the objective of 
encouraging private initiative, this budget takes the first step towards corporate 
tax reform. Measures are proposed that will increase the efficiency of the tax 


system by reducing the investment tax credit, eliminating the inventory allowance, 
and reducing corporate income tax rates correspondingly. Personal income tax 
measures in this budget are designed to raise additional revenues from those with 
the ability to pay, while minimizing the impact on lower-income Canadians. The 
manufacturers’ sales tax rate will also be raised, though lower-income Canadians 
will be eligible for a refundable sales tax credit. 


As a result of these initiatives the government will be in a position to pay for all 
program expenditures without borrowing by 1987-88. This will mark the first year 
since 1974-75 that budgetary revenues will exceed program expenditures on a 
sustained basis (Chart 1.3). 


The measures in this budget will have a dramatic impact on the government’s 
fiscal position and Canada’s public debt. On the revised accounting basis, the 
deficit in 1986-87 will fall to $29.5 billion. It will fall further, over the balance of 
the decade, to $26 billion in 1987-88 and $22 billion by 1990-91. By the end of the 
decade, actions taken by this government will result in the public debt being 
almost $100 billion lower than it would have been without measures to restore 
fiscal balance. As a result, the growth of the net public debt, which averaged 
almost 23 per cent per year from 1974-75 to 1984-85, will slow to 17 per cent this 
year and to less than 10 per cent by 1987-88. By the end of the decade the fiscal 
initiatives result in the growth of the public debt coming back into line with that of 
the economy, so that the debt-to-GNP ratio will begin to decline in the early 1990s 
(Chart 1.4). Our public debt will amount to 56.2 per cent of GNP by 

1990-91, rather than the 64 per cent projected last May. 


The government’s financial requirements — the amount of money that has to be 
borrowed to support all expenditures — will decline from $28.8 billion this year to 
$22.6 billion in 1986-87 and $17.7 billion in 1987-88, a reduction of 40 per cent 
from 1984-85 levels. Through the remainder of the decade financial requirements 
will continue to decline and by 1990-91 are projected to be less than $11 billion on 
the assumption of moderate real GNP growth of almost 3 per cent per year. As a 
percentage of GNP, this implies a continuous decline from over 7 per cent in 
1984-85 to only 1.7 per cent in 1990-91. On the basis of more favourable economic 
growth, financial requirements would fall to almost zero by the end of the decade. 


Policy Initiatives and Fiscal Responsibility 


The growth in the public debt since the mid-1970s, and especially since the early 
1980s, has been alarming. From a level of $25.8 billion or 17.5 per cent of GNP in 
1974-75, the net public debt increased at more than a 20-per-cent average annual 
rate to almost $200 billion or 47.3 per cent of GNP in 1984-85. The widening of 
the deficit during the second half of the 1970s, which set the stage for the difficult 
fiscal situation now faced in the 1980s, was primarily attributable to a 
deterioration in budgetary revenues. Budgetary expenditures actually declined 


Chart 1.3 
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somewhat relative to GNP between 1974-75 and 1979-80. The decline in revenues 
relative to GNP during this period reflected both a number of discretionary tax 
cuts designed to stimulate economic activity and the transfer of some programs 
from the expenditure to the revenue side of the budget. These initiatives included a 
number of new personal income tax expenditures and selective sales tax cuts. 
Notable among these were the introduction of the investment income deduction, 
the registered home ownership savings plan, the pension income deduction, 
increases in the federal tax reduction, reductions in the federal manufacturers’ 
sales tax and the exemption of a number of goods from the manufacturers’ sales 
tax base. 


The deficits that were caused by these initiatives resulted in a steady build-up of 
public debt through the second half of the 1970s to a level of $72.4 billion by 
1979-80. When interest rates rose to record high levels in the late 1970s and the 
early 1980s, the accumulated debt left the fiscal position exposed to extremely 
rapid growth in debt service charges. From 1979-80 to 1984-85 debt service 
charges rose more than 160 per cent to $22.5 billion, and accounted for more than 
20 per cent of total budgetary expenditures by 1984-85. With the stock of debt 
having reached almost $200 billion in 1984-85, the outlook for the deficit became 
heavily conditioned by a growing debt service burden that was increasing at a 
compound rate each year. 


Rapid growth in the public debt over an extended period, as has been experienced 
in Canada in recent years, can seriously limit the growth potential of the economy. 
As the debt accumulates it fosters uncertainty and heightens fears of inflation. 
These erode investor confidence, reduce the incentives for risk-taking, put upward 
pressure on interest rates, discourage private investment and slow economic 
growth. In short, a vicious circle can be created where higher interest rates and 
slower economic growth put upward pressure on the deficit, adding to the debt and 
debt service charges, which feed back again onto interest rates and the economy. 


The essential choice with respect to the Canadian deficit is not whether to reduce 
it but when and how to reduce it. Reducing the deficit now is essential to avoid 
much greater risks in the future. Delay would cause debt service charges to rise 
steadily, requiring eventual action which would be still more severe. Nor is there 
any guarantee that future economic circumstances will be any more appropriate 
for action than those which prevail currently. Indeed, given the dynamics of debt 
accumulation the opposite seems likely to be the case. Prudent policy, therefore, 
demands that steps be taken now to reduce the deficit. While action must proceed 
in a measured and responsible way, it must give clear promise that fiscal integrity 
will be restored over a reasonable time frame. 


With the actions in November 1984, May 1985, and this budget, a fiscal structure 
has now been established that will lead over time to a correction of the fiscal 
problem. It is marked by declines in real program expenditures and a tax structure 
that generates revenue growth slightly greater than that of the economy. 


This progress has been realized largely through expenditure reductions, which 
accounted for 98 per cent of total deficit reduction in 1985-86 and will represent 
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70 per cent of the total deficit reduction by 1990-91 (Table 1.2 and Chart 1.5). 
While expenditure restraint has been exercised over a wide range of programs, 
non-statutory spending has been subjected to the most intense scrutiny. 
Substantial reductions have been implemented in the budgets of various 
government departments including Transport, Regional Industrial Expansion, 
Health and Welfare, Energy, Mines and Resources, External Affairs and 
Employment and Immigration. As a result of these cuts and the new management 
initiatives, non-statutory spending has declined 1.4 per cent this year (Chart 1.6) 
compared to annual increases averaging 12 per cent in the previous 10 years. From 
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1984-85 to 1990-91 growth in non-statutory spending will be held to less than 

2 per cent per year on average. In real terms, non-statutory expenditures will 
decline by almost 2 per cent per year over this period. This represents an abrupt 
and needed change from the experience of the previous 10 years. 


Given the important social objectives served by the major statutory programs, 
fewer reductions have been implemented in this area. Nevertheless, restraint has 
been applied: the indexing of family allowance payments has been limited to the 
annual rate of increase of the consumer price index in excess of 3 per cent. 
Planned reductions in the growth of transfers to the provinces are also being 
implemented and the Petroleum Compensation Program has been eliminated. 
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Table 1.2 
Deficit Reduction Actions by Budgetary Component 


oo 


1985-86 1986-87 1987-88 1990-91 


NN — SSS 


(billions of dollars) 
Net spending cuts 
Programs 4.3 5.8 ve 12.0 
Induced interest savings 0.3 1.0 2.0 6.7 
Total 4.6 6.8 oF 18.7 
Tax expenditure cuts 0.4 1.6 Zell 2.9 
Net other tax changes” —0.3 1.8 Bal Sel 
Deficit Reduction 4.7 10.2 14.9 26.7 
Percentage breakdown 
Net spending cuts 98 67 65 70 
Tax expenditure cuts 9 16 14 4! 
Net other tax changes‘ —7 18 21 19 
Total 100 100 100 100 
Debt reduction 4.7 14.9 29.8 97.5 


“) Includes the Western Energy Accord tax measures. 


Note. Figures may not add due to rounding. 


These reductions, combined with the fact that the funding requirements for many 
statutory programs will slow as the economy continues to expand and 
unemployment comes down, result in projected growth of statutory programs of 
only 3 per cent per year on average over the remainder of the decade. 


With growth in program expenditures under control, public debt charges are the 
key factor maintaining upward pressure on the deficit over the medium term. Even 
with program expenditure restraint and revenue increases, public debt charges are 
projected to rise from almost $26 billion this year to $35 billion in 1990-91. The 
problem of public debt charges would have been considerably worse in the absence 
of the action plan implemented over the past year and a half. While expenditures 
have been the focus of deficit reduction, the size of the debt overhang and the 
associated cost of servicing that debt has necessitated revenue increases as well. 


Higher tax revenues are drawn from the personal and corporate income taxes as 
well as from the commodity tax system. Within each component, the initiatives 
reflect the principle that those with the ability to pay should bear the greatest 
burden, but that consideration must also be given to questions of economic 
efficiency. As a result of this structure, budgetary tax revenues, which declined 
from a peak of 18.3 per cent of GNP in 1974-75 to 15.1 per cent in 1983-84, will 
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Table 1.3 


Summary Statement of Transactions 


1984-85 1985-86 1986-87 1987-88 1990-91" 


(billions of dollars) 
Budgetary transactions 


Revenues TOL 78.0 87.3 94.0 114 
Expenditures 109.1 Tia Gr 120.0 136 
Deficit 55.2 34.3 2935 25-9 2D 
Non-budgetary receipts 8.4 5.4 6.9 8.3 12 


Financial requirements 
(excl. foreign exchange 


transactions) 29.8 28.8 22.6 Lik rl 
Net public debt 199.1 233.4 262.8 288.8 360 

percentage change 23.8 Le2 12.6 wee) 7 

percentage of GNP 47.3 51.4 53.8 55:1 56 
Memorandum: 


Budgetary deficit on old 
accounting basis 36.9 33:8 29.8 Ieee) pp) 


Note. Figures may not add due to rounding. 


‘) Based on the mid-range economic scenario. See Chapter 5 for details. 


On a national accounts basis the deficit is projected to decline $5.8 billion this 
fiscal year to $26.4 billion, after peaking at over $32 billion in 1984-85. Further 
projected declines of almost $7 billion in the next two fiscal years result in the 
national accounts deficit falling to $19.6 billion in 1987-88. In the medium term 
the level of the deficit will be heavily conditioned by the evolution of economic 
activity. While there is considerable uncertainty around any specific set of 
medium-term projections, under a mid-range scenario the national accounts 
deficit falls below $15 billion in 1990-91, only 2.3 per cent of GNP. The decline in 
the government’s financial requirements is very similar, from a peak of 

$29.8 billion in 1984-85 to less than $11 billion by the end of the decade. 


Outline of the Fiscal Plan 


This document presents the measures of the February budget in the context of the 
government’s overall strategy for economic renewal. The following chapters 
examine how the expenditure framework and revenue system have been 


restructured not only to reduce the deficit, but to do so in a way that makes 
government less of a factor in private sector decision making and encourages 
private initiative. 


Chapter two examines the strategy to reduce federal expenditures and provides 
specific examples of the initiatives that have been taken to regain control of public 
spending. Particular emphasis is placed on the role of expenditure reductions in 
addressing the challenges set out in the strategy for economic renewal. 


Chapter three provides a review of the revenue initiatives taken to date. While the 
focus of debt control has been on expenditure reductions, the severity of the 
problem has meant that increased revenues have also been necessary. 


Chapter four presents detailed fiscal projections to 1987-88. The chapter discusses 
the economic factors underlying the fiscal projections and provides a reconciliation 
of these projections with those of the May 1985 budget. The continuing rapid 
decline in the government’s borrowing requirements is also highlighted. 


Chapter five discusses the medium-term fiscal projections that could result under 
alternative economic outcomes. With reasonable economic performance, the debt- 
to-GNP ratio is projected to stabilize and then turn down in the early 1990s. 


There are also five annexes to this document which provide additional background 
material. The first annex presents the accounting changes implemented in this 
budget on the recommendation of the Auditor General and shows the impacts of 
these changes on the budgetary deficit. Annex 2 examines the evolution of the 
total government budgetary position. The third annex compares Canadian fiscal 
performance with that of Canada’s major trading partners in the Organization for 
Economic Cooperation and Development. Annex 4 presents the fiscal projections 
on a national accounts basis. The final annex contains a review of the 
government’s debt operations and their relation to borrowing requirements. A 
number of historical reference tables are provided at the end of the document. 
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2. Managing Federal Expenditures 
Overview 


The government is committed to restrain government expenditures and to ensure 
that these expenditures are managed as efficiently as possible. To this end, policies 
have been initiated to reduce total federal government spending from 26 per cent 
of gross national product (GNP) in 1984-85 to 21 per cent by 1990-91 

(Chart 2.1). This expenditure plan will bring the relative level of federal 
government spending back to the range that prevailed in the early 1970s, and will 
reduce substantially the shortfall between revenues and expenditures. Restraint 
measures are being broadly applied across all government departments to 
encourage widespread improvements in the efficiency with which government 
services are provided. 


This chapter begins with a brief review of the growth in government spending over 
the last decade. It then concentrates on the broad aspects of the strategy to control 
and reduce government spending, and reviews the progress made to date including 
the measures introduced in this budget. 


Expenditure Patterns: The Historical Record 


Between 1974-75 and 1984-85 total government expenditures grew at an average 
annual rate of 13.4 per cent, substantially in excess of the 8.8-per-cent average 
rate of inflation. Both statutory and non-statutory programs shared in this growth, 
although non-statutory programs increased especially rapidly. Public debt charges 
also became increasingly burdensome, rising from 2.2 per cent of GNP in 1974-75 
to 5.3 per cent in 1984-85. This growth was especially noticeable after the sharp 
rise in interest rates in the late 1970s (Chart 2.1). 


Government expenditures as a proportion of GNP trended upwards from around 
15 per cent in 1965 to over 20 per cent in 1975. New programs, the indexation of 
many social programs, changes to the unemployment insurance program and other 
factors contributed to this development. While the expenditure-to-GNP ratio 
stabilized during the second half of the 1970s, in line with restraint measures 
designed to reduce inflationary pressures after 1975, this apparent moderation in 
part reflected the replacement of expenditures on programs with revenue 
reductions. For example, family allowances and transfers under the Established 
Programs Financing arrangements with the provinces were replaced in part by 
certain tax concessions to the original beneficiaries. In many other areas, the 
steady rise in government expenditures continued. 


21 


22 


Chart 2:1 


Budgetary Expenditures as a 
Percentage of GNP, 1974-75 to 1990-91 
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With the 1981-1982 recession, the ratio of federal government expenditures to 
GNP began to increase again as cyclically-sensitive components of government 
spending such as unemployment insurance responded to the worsening economic 
conditions. Furthermore, a number of counter-cyclical policy initiatives were 
undertaken during this period which further increased expenditures. Although 
GNP declined in real terms during the recession, inflation increased at double- 
digit rates, adding further to the cost of indexed government programs. The 
recession severely affected the tax bases, lowering tax revenues and widening the 
gap between expenditures and revenues. The resulting rise in the deficit and the 
stock of debt over this period resulted in a huge jump in public debt charges, 
which was compounded by sustained high real interest rates. By 1984-85, the costs 


Table 2.1 
Trends in Federal Expenditures, 1974-75 to 1985-86 


1974-75 1980-81 1984-85 1985-86 


Percentage of 
gross national product 


Statutory programs Iite2 10.3 lies 10.8 
Non-statutory programs the! 7.0 oF! 8.3 
Public debt charges Den 3.6 573 5.6 
Total expenditures Dill 20.9 D509 24.7 


1974-75 1981-82 
to to 
1980-81 1984-85 1985-86 


Average annual 
percentage change 


Statutory programs 10.9 12:5 le 
Non-statutory programs 10.6 1526 —1.4 
Public debt charges 22:0 20.5 14.0 
Total expenditures 12-2 15:0 29 
Inflation (consumer price index) 9.1 8.3 4.0 


of servicing the public debt consumed 32 per cent of government revenues and 
represented 21 per cent of all government expenditures. Interest had become the 
largest and fastest growing component of the government’s expenditures. 


This was the situation that faced the government just | 1/2 years ago. Although 
the economy was in its second year of recovery, the fiscal situation was worsening 
rather than improving. Moreover, the previous policy of increasing expenditures in 
line with the growth in the economy meant that program expenditures were 
advancing and would continue to advance at rates well in excess of inflation 
(Chart 2.2). This allowed the avoidance of critical re-evaluation of existing 
programs and the reordering of program priorities. And it required revenues to 
grow much faster than the economy just to keep the deficit from increasing. 


As part of the overall strategy for achieving sustainable growth in output and in 
jobs, and to regain control over government spending, an expenditure plan had to 
be developed which would substantially reduce the real level of federal spending. 
Immediate and drastic action was also required to control the rapidly rising 
deficit which made the federal position increasingly vulnerable to changes in 
interest rates. 
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Program Expenditures and the Rate of Inflation 


Before 1984-85 


Index, 1979-80 = 100 


250 
200 | Statutory programs 
Non-statutory 
programs 
150 £ - 
WU Y/ 
100 | , A, 
1979-80 80-81 81-82 82-83 83-84 1984-85 
a ome Index, 1979-80 = 100 
125 
120 
C.P.I. 
Lis 


Statutory programs 
110 


10 


a 


1984-85 85-86 86-87 87-88 88-89 89-90 1990-91 


Expenditure Restraint: The Results of Policy Initiatives 


The government has taken steps to reverse the upward trend in the federal debt-to- 


GNP ratio and to regain control over its expenditures. This is being brought 
about by: 


e eliminating inefficiency, 
e better management, and 


e eliminating obsolete and ineffective programs. 


24 


The actions undertaken by the government have brought about a dramatic 
reversal in the rate of growth in government spending. In 1985-86, alone, gross 
expenditure reductions have yielded savings of about $6 billion. These savings are 
expected to increase to over $7 billion in 1986-87 and to grow to over $13 billion 
by 1990-91. The cumulative savings resulting from these reductions in previously 
planned program spending amount to over $59 billion between 1985-86 

and 1990-91. 


Total program expenditures — that is, total government spending excluding public 
debt charges — will be $86,640 million” in 1985-86. This is less than the amount 
spent in 1984-85. It represents the first decline in government program 
expenditures in the postwar period. Non-statutory spending — spending over which 
the government has the most direct control — will be $500 million lower than in the 
previous year and $900 million less if defence and foreign aid are excluded from 
the comparison. Virtually every government department is affected. These 
reductions have been achieved even though prices rose on average by 

4 per cent during the year. In real terms government expenditures on non- 
statutory programs fell 5.5 per cent in 1985-86. 


The government has clearly regained firm control over its expenditures. Total 
spending, including the costs of servicing the public debt, will be $112.3 billion in 
1985-86. This represents an increase of only 2.9 per cent over last year, down from 
the increase of 13.1 per cent registered between 1983-84 and 1984-85. Indeed, 
total spending this year will be $1.2 billion lower than forecast in the May 1985 
budget. The government has thus demonstrated that it is able to operate within 
the spending budget it established for itself last May. 


The results of the government’s expenditure initiatives do not stop there. The 
actions undertaken since November 1984 will ensure that spending remains under 
control. To the end of the decade, the rate of growth in program expenditures will 
remain below the rate of growth in inflation. As a proportion of GNP, total 
government spending will fall back to the levels experienced in the early 1970s and 
spending on programs will fall to the levels of the late 1960s. 


The broad objective of the expenditure strategy is to reduce spending in real terms 
so that the government’s fundamental fiscal objectives can be achieved. Within the 
constraints imposed by this strategy, the government has felt it appropriate to 
redirect resources toward certain high priority areas. These include increased 
funding for job creation and training programs, an extension of the spouses’ 
allowance program to widows and widowers between the ages of 60 and 64 and 
increased benefits to war veterans. As well, funding for research and development 
and cultural programs has been increased and more assistance has been directed 
towards farmers in financial difficulty. 


(.. Revised accounting basis — see Annex 1. 
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Expenditure Restraint: The Measures Taken 


The recommendations of the Ministerial Task Force on Program Review formed 
the basis for many of the program reductions and management initiatives 
announced in the May 1985 budget and implemented in the following months. 


With this budget, additional expenditure changes are being implemented, 
resulting in net additional savings of about $0.7 billion in 1986-87 and $1.1 billion 
the following year, growing to $2.2 billion by 1990-91. Details of these 
expenditure changes are provided in the Budget Papers document and are 
summarized in Table 2.2. 


Table 2.2 
Expenditure Measures Taken in This Budget 


1986-87 1987-88 1990-91 


(millions of dollars) 


Expenditure reductions 
Special reduction in 


non-statutory spending 500 610 940 
Reserve reduction 200 345 1,665 
Official development assistance 83 205 520 
Defence 100 185 — 

Total reductions 883 1,345 3225 
Expenditure increases 213 295 890 
Net expenditure reductions 670 1,050 22235 


Management Initiatives 
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An important element in the expenditure strategy is the more effective 
management of government resources. In addition to the specific measures 
implemented as a result of the Ministerial Task Force recommendations, the 
government has established strict targets to control the growth of spending. At the 
same time, individual ministers and their departmental managers are being given 
more latitude and more direct responsibility to manage the resources entrusted to 
them so that they can react quickly and effectively to the changing environment. 


Targets have been established in the area of person-years. The 1986-87 Main 
Estimates reflect a 2-per-cent reduction in the authorized level of federal 
government employment from the levels established in 1985-86. In each year 
thereafter to the end of the decade, employment levels are to be reduced by an 
additional | per cent. The cumulative effect is to reduce the level of federal 
government employment by 15,000 by 1990-91 from the 1984-85 level. Overhead 


costs are also subject to strict limits. As part of the general reduction of 

$500 million, equivalent to a 2-per-cent cut in non-statutory programs announced 
in this budget, operations and maintenance costs will be cut on average by 

2 per cent in nominal terms in 1986-87, equivalent after inflation to a real cut of 
about 6 per cent. Growth in operations and maintenance costs in future years 
will also be restricted to 2 per cent per year, resulting in further ongoing 

real economies. 


Operating reserves for contingencies are also being cut substantially this year and 
by growing amounts through the rest of the decade. By 1990-91 they will be about 
one-half of what they were in the 1984 expenditure plan. With these lower reserve 
levels, added discipline is placed on departments to avoid cost increases and 
manage within their pre-set budgets. 


This type of management initiative has already yielded a gross saving of 

$2.4 billion in fiscal year 1985-86. It has allowed the government to manage well 
within its program spending targets for 1985-86, as set out in the May 1985 
budget, despite unforeseen costs. Savings on personnel, reserves and overhead 
costs are projected to rise to $6 billion annually by 1990-91, a cumulative saving 
of over $26 billion by the end of the decade. 


Greater cost recovery is also being sought where feasible. Transportation services, 
inspection services, communications, government publications and several other 
areas provide opportunities for the government to realize a larger flow of revenues 
from those individuals or groups who benefit most directly from these services. For 
example, the government will establish a new pricing system to cover the maps, 
charts and air photos produced by the Department of Energy, Mines and 
Resources and to recover more of the costs from the users of federal airports. 
Prices charged by Statistics Canada for publications, CN Marine ferry fees, radio 
licence fees and food inspection charges have all been raised. 


As a further measure to improve efficiency, remove waste and reduce the deficit, 
surplus assets are being liquidated and some Crown corporations are being sold. 
As well, the government is exercising tighter control over its cash balances. New 
internal procedures have also been established to minimize the government’s 
exposure to defaults under new loan guarantees. These procedures involve tough 
new screening arrangements coupled with the gradual build-up of a special reserve 
to hedge against the cost of defaults. 


In sum, the government continues to believe that the private sector must be the 
source for sustained economic growth and thus, government intervention will be 
kept to a minimum. Operations are being streamlined at every opportunity. All 
opportunities for privatizing Crown corporations that are no longer required in the 
pursuit of worthwhile public goals are being reviewed. For example, the 
government’s financial interests in the Canada Development Corporation, the 
Northern Transportation Company Limited and the de Havilland Corporation 
have already been sold and additional sales are planned. Capital assets that are 
surplus to needs are being disposed of in an orderly manner. Productivity gains are 
being sought while essential government services continue to be provided. Self- 
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sufficient Crown corporations are expected to pay dividends commensurate with 
the government’s investment in them. Dependent Crown corporations are being 
brought under tighter government control. Sound cash management practices are 
continuing to be enforced and draws on the Consolidated Revenue Fund ahead of 
actual cash requirements will not be permitted. 


Program Reductions 


28 


An equally important element in the government’s expenditure strategy is the 
elimination of unproductive programs and the reform of others to make them 
more effective and responsive to the changing environment. Many programs were 
put in place years ago and had outlived their usefulness. Other programs served 
only to prop up inefficient producers and were inhibiting people and enterprises 
from engaging in more productive and profitable activities. 


The actions taken by the government have already resulted in the elimination or 
reduction in scope of many such programs. For example, as part of the Western 
Energy Accord, payments under the petroleum incentives program are being 
phased out, producing savings which will grow to over $900 million by the end of 
the decade. Transportation subsidies are also being cut and the operations of VIA 
Rail are being put on a full cost-recovery basis in the Quebec- Windsor corridor. 
Industrial and agricultural subsidies are being lowered by $350 million in 
1985-86, with additional savings in later years. Nuclear research and heavy water 
production are being reduced by cutting research expenditures and by the closing 
of the heavy water plants in Cape Breton. The Canadian Home Insulation 
program, the Canadian Oil Substitution program, and the Katimavik program 
have been terminated. 


Reductions in non-statutory programs resulted in a saving of $2.7 billion in 
1985-86. These initiatives coupled with the management initiatives mentioned 
earlier are responsible for the dramatic turn-around in non-statutory spending. 
Yet non-statutory programs comprise only 40 per cent of total program 
expenditures. Although statutory transfer payments to aid Canada’s poorest 
citizens and regions continue to have a high priority for the government, any 
credible attempt to restore greater fiscal balance must consider ways to at least 
moderate the rate of growth of such spending. A number of important steps have 
been taken in this regard. 


Beginning in 1986, the indexation factor for family allowance benefits is based on 
annual increases in the consumer price index in excess of 3 per cent. Recipients of 
the family allowance continue to be protected from rapid increases in inflation, 
but will no longer be compensated for inflation below 3 per cent per year. The 
formula used to determine total federal transfers to the provincial governments 
under the Established Programs Financing (EPF) arrangements is also being 
changed. Beginning in fiscal year 1986-87, the EPF indexation factor is being 
reduced by 2 percentage points per year, with a provision for special payments 
should the rate of inflation for the economy as a whole exceed the growth in total 
entitlements. 


These measures affecting domestic programs are not sufficient in themselves to 
stabilize the growth in federal debt and achieve the government’s broad fiscal 
objectives. Accordingly, the government has also re-examined some of its 
international commitments. 


Growth in Canada’s planned Official Development Assistance (ODA) program 
will be reduced by $1.5 billion over the next five years. The savings will be 

$83 million in 1986-87 and $204 million in 1987-88. Previously planned growth 
rates amounted to 18 per cent in 1986-87 and 11 per cent annually thereafter so 
that Canada could reach a target for ODA of 0.6 per cent of GNP by 1990. The 
government has concluded that such growth rates cannot be sustained when 
domestic programs are being tightly constrained. The government has therefore 
decided to delay the date for reaching the 0.6-per-cent target until 1995. ODA 
expenditures for the next five years will amount to $13.6 billion. 


Even with the new expenditure plan, Canada will maintain a large and growing 
aid program that will be sufficient to ensure that ODA disbursements remain at 
0.5 per cent of GNP. To achieve this target in 1986, the allocation for ODA will 
increase by 15.6 per cent, or $319 million, to $2,364 million. Growth in subsequent 
years will reflect increases in GNP. 


While defence remains a high priority area, the growth rate of defence 
expenditures will also be reduced by | per cent in both 1986-87 and 1987-88. This 
will yield savings of $100 million in 1986-87 and $185 million in 1987-88. Defence 
expenditures will grow by more than 6 per cent per year, on average, until the end 
of the decade. This reflects an allowance for inflation plus real growth of 2.75 per 
cent in 1986-87 and 2 per cent per year thereafter. 


The total impact of the government’s expenditure strategy is shown in Table 2.4. 
Management initiatives have resulted in a gross saving of $3.1 billion in 1985-86. 
These savings will grow over time and will amount to $7.2 billion annually by 
1990-91. Cumulatively, these management initiatives will reduce expenditures by 
over $30 billion compared to what they would otherwise have been. Equally 
important is the impact of the specific program reductions. In 1985-86, cuts in 
government programs have resulted in savings of nearly $3 billion. These 
economies will grow to nearly $7 billion by 1990-91, resulting in a cumulative 
saving over this six-year period of about $29 billion. 


In aggregate, these expenditure initiatives will reduce projected federal 
expenditures by over $13 billion a year by 1990-91. When the induced impact on 
public debt charges is included, the total is $20 billion a year. Altogether the gross 
expenditure measures imply a cumulative debt reduction of about $78 billion 
compared to what it would otherwise have been, or roughly 70 per cent of the total 
debt reduction inherent in the fiscal plan (Table 2.3). 
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Impact of Gross Expenditure Reduction Measures 
Undertaken Since the Fall of 1984 


Cumulative 
impact, 
1985-86 
1985-86 1986-87 1987-88 1990-91 to 1990-91 


(millions of dollars) 


1. Management initiatives 
Reductions in person- 
years and overhead 


costs 1,066 1,847 2,247 3,463 14,400 
Reserve reductions 1305 1,104 1,565 3,020 i ear ae | 
Cost recovery 223 306 432 $47 Zio. 


Privatization/ 
real property 


management 116 610 50 50 926 
Cash management 373 130 70 120 873 
Total management 
initiatives Sh 13 3:997 4,364 7,200 30,492 
2. Program reductions 
Agriculture 84 93 85 80 502 
Communications 97 86 83 83 515 
Employment and 
Immigration 372 232 294 294 1,780 
Energy, Mines and 
Resources 815 1,206 1,671 1,280 8,183 
External Affairs 233 248 458 936 3,142 
National Health & 
Welfare 30 292 522 1,652 4,815 
Regional Industrial 
Expansion 379 280 34] 350 2,050 
Science and 
Technology 71 73 80 54 386 
Secretary of State 15 131 187 787 1,944 
Transport 346 360 662 760 3,607 
Treasury Board 85 85 85 85 510 
Other departments 186 343 381 174 1,448 
Total program 
reductions 227.13 3,429 4,849 6-535 28,882 
Total direct expendi- 
ture reductions 5,826 7,426 9,213 133735 59,374 
Induced impact on 
debt charges 260 1,018 2,024 6,736 18,729 


Total expenditure 
reductions 6,086 8,444 hi237 20,471 78,103 


Table 2.4 


The Budgetary Expenditure Framework by Envelope 


Envelope levels 


Economic and Regional 
Development 

Social Development 

Services to Government 

Parliament 

Defence 

External Affairs and Aid 

Fiscal Arrangements 

Reserves net of lapse 


Program expenditures 


Public debt charges 


Total expenditures 


Percentage change 


Economic and Regional 
Development 

Social Development 

Services to Government 

Parliament 

Defence 

External Affairs and Aid 

Fiscal Arrangements 


Program expenditures 


Public debt charges 


Total expenditures 


Percentage of program 
expenditures 


Economic and Regional 
Development 

Social Development 

Services to Government 

Parliament 

Defence 

External Affairs and Aid 

Fiscal Arrangements 

Reserves net of lapse 


Program expenditures 


Percentage of total expenditures 
Program expenditures 


Public debt charges 


1984-85 


14,740 
50,499 
35763 
194 
8,892 
2,585 
5,986 
0 


86,659 
22,456 


109,115 


100.0 


79.4 
20.6 


1985-86 1986-87 


(millions of dollars) 


12,465 11,080 
53,120 54,865 
4,550 3,380 
201 207 
9,290 9,860 
PRES) 3,100 
3.925 6,060 
— 1,646 813 
86,640 89,365 
25,610 20315 


112,250 116,740 


(percentage change) 


S54! = {Tl 
SW 3.3 
20.9 S751) 
3.6 3.0 
45 6.1 
5.8 13.3 
= 10 223) 
0.0 Sal 
14.0 6.9 
2.9 4.0 
(per cent) 
14.4 12.4 
61.3 61.4 
Sr 3.8 
0.2 Ow 
10.7 11.0 
Bx2 35 
6.8 6.8 
= (0 0.9 
100.0 100.0 
(per cent) 

VP 76.6 
22.8 23.4 


1987-88 


9,120 
55,990 
3,390 
Oe 
10,485 
3,290 
6,415 
1,693 


90,595 
29,370 


119,965 
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Expenditure Projections by Envelope 
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Details of the new expenditure framework are set out by envelope in Table 2.4. 
The first panel of the table shows expenditure by envelope for the period from 
1984-85 to 1987-88. The second part of the table gives the percentage changes, 
and in the bottom panel, expenditures by envelope are expressed as a percentage of 
total program expenditures — that is, total expenditures less public debt 

charges — thereby giving an indication of the evolution of government spending 
priorities over the period. 


The expenditure framework incorporates a number of accounting changes that 
have been recommended by the Auditor General. These changes are explained in 
detail in Annex 1. They have the net effect of increasing the size of the 
expenditure framework by $8-9 billion per year. The largest part of this increase is 
due to the inclusion of all expenditures of the unemployment insurance program as 
budgetary expenditures rather than just the government’s contribution for 
extended, regional and fishing benefits. 


The year-to-year changes and the movements in the shares of program 
expenditures in the various envelopes are a reflection both of the initiatives 
undertaken since the fall of 1984 and of the projected trends in the economy. As 
well, they reflect the priorities of the government. In broad terms, the expenditure 
plan calls for less interference in Canadian business affairs, with a progressively 
smaller Economic and Regional Development envelope. The plan also calls for 
more assistance to those in need both within Canada and abroad, implying 
growing Social Development, and External Affairs and Aid envelopes. 


The Economic and Regional Development envelope registered double-digit 
increases on a yearly basis through the period between 1980-81 and 1984-85. 
These increases were a reflection of several new programs and program 
enhancements introduced as part of the National Energy Program and 
subsequently during the 1981-82 recession. The declines in the envelope beginning 
in 1985-86 result from the expenditure measures announced in the November 
1984 statement, May 1985 budget and this budget. Among the affected programs 
were the Petroleum Compensation program, the Petroleum Incentives program 
and several other energy programs, substantially reduced subsidies to industry and 
cutbacks in transportation subsidies. These reductions will improve the functioning 
of markets by reducing the role of government in influencing decision-making by 
entrepreneurs and businesses. As a share of total program expenditures, the 
Economic and Regional Development envelope falls from 17 per cent in 1984-85 
to about 10 per cent by 1987-88. 


The Social Development envelope consists of many large statutory programs 
which for the most part are either formula-funded or indexed. These programs 
include old age security, unemployment insurance, welfare payments to the needy 
under the Canada Assistance Plan, family allowances, and veterans’ allowances 
and benefits. Outlays under these programs, with some exceptions, grow roughly 
in line with the rate of inflation and changes in their respective population bases. 
The Social Development envelope accounts for about 60 per cent of program 


expenditures. Since November 1984, several steps have been taken to help control 
the increase in costs in these areas. As already noted, changes to the indexation 
formulas for both the family allowance program and transfers to provinces for 
health care and post-secondary education will restrain expenditure growth in these 
areas. Furthermore, with the improvement in the economy, benefit payments 
under the unemployment insurance program are expected to come down. 
Nevertheless it remains a high priority of the government to help those Canadians 
most in need and to assist individuals adapt to changing economic and social 
circumstances. As a result, the Social Development envelope will continue to 
increase through the planning period. Because of measures already introduced, 
however, the rate of increase will be well below that recorded in the past. 


The reimbursement of approximately $900 million to the uninsured depositors of 
the Canadian Commercial and Northland banks in 1985-86 accounts for the large 
increase in expenditures in the Services to Government envelope this year. 
Thereafter, the expenditure reduction initiatives announced since the fall of 1984 
result in a declining share of program expenditures for this envelope, reflecting 
substantial savings through improved management. The general level of 
expenditures in the Services to Government envelope in 1986-87 and 1987-88 will 
be below the corresponding level in 1984-85, despite inflation and growth in the 
level of services being provided. 


As noted earlier in this chapter, the Defence and the External Affairs and Aid 
envelopes will continue to grow but at reduced rates. The growth in the Defence 
envelope reflects Canada’s obligations to its allies in Europe and the U.S. The 
increases in the External Affairs and Aid envelope reflect the government’s 
commitment to help developing nations. Expenditures for Official Development 
Assistance will increase by over 15 per cent in 1986-87 and 7 per cent in the 
following year, sufficient to maintain the ratio of aid to GNP at 0.5 per cent. 


The Fiscal Arrangements envelope consists of transfers to other levels of 
government, most of which are formula-based. The pattern of growth in this 
envelope is affected by changes in economic activity and by adjustment payments 
for prior years. 


The “reserves net of lapse” category in Table 2.4 is the difference between the 
reserves built into the expenditure framework to handle contingencies and the 
anticipated appropriations lapse. Reserves are necessary to provide a margin for 
changed economic circumstances and emergencies. They provide a small measure 
of flexibility through the year although, as noted earlier, their level has been cut 
back substantially compared to previous years. They are not allocated by envelope 
until their ultimate use has been determined. The appropriations lapse, on the 
other hand, represents the estimated portion of total appropriations requested 
from Parliament that is likely to remain unspent. The 1985-86 reserve net of lapse 
estimate incorporates the anticipated impact of the freeze in discretionary 
spending implemented in early February by the President of the Treasury Board. 


Finally, the last envelope shown in Table 2.4 is for public debt charges. This 
envelope is the one that has grown the most rapidly by far in recent years, as a 
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result of the sharp rise of the stock of debt and high interest rates. Only by 
adopting prudent fiscal policies that moderate the growth in the public debt can 
this envelope’s rate of increase be slowed. The expenditure projections for public 
debt charges show growth in this spending component slowing from 24 per cent in 
1984-85 to only 7 per cent by 1986-87, reflecting both the deficit reduction 
measures since the fall of 1984 and some easing of interest rates. 


The expenditure strategy adopted by the government will result in a more 
streamlined and efficient government. Moreover, the savings realized will be 
substantial. Yet these savings are not and cannot be made large enough to deal 
adequately with the fiscal challenge confronting the nation. Increased revenues are 
required if Canadians are to continue to receive essential public services on a 
fiscally responsible basis. 


3. Restructuring Federal Tax Revenues 


The objectives of the government’s revenue plan are consistent with the broader 
goals outlined in the November 1984 Agenda for Economic Renewal: to promote 
innovation, entrepreneurship and job creation in the private sector, to make 
government programs fairer and more effective, and to restore control over the 
national finances. The government’s revenue plan contributes to these objectives in 
several ways: 


* it removes from the tax system provisions that inhibit economic efficiency and 
builds in new incentives to permit markets to operate more effectively in 
allocating the economy’s resources; 


e it increases the revenue yield of the tax system in order to contribute to the 
objective of lowering the deficit and stabilizing the growth in the debt-to- 
GNP ratio; and, 


e it ensures that taxes are imposed in an equitable fashion. 


The remainder of this chapter traces historical tax revenue patterns, describes how 
the structure and yield of the tax system has evolved over time, summarizes the 
actions taken to date to improve the system and describes the tax measures 
introduced in this budget. 


Revenue Patterns: The Historical Record 


The evolution of each of the major tax revenue components beginning in 1971-72 
is presented in Table 3.1. The federal revenue yield from the tax system has 
declined markedly since the mid-1970s. Federal tax revenues have fallen asa 
percentage of GNP from 18.3 per cent in 1974-75 to 15.1 per cent by 1983-84. 
The growth in each of the major tax revenue components has generally fallen 
behind the growth of the economy. This pattern reflects a combination of factors, 
but results primarily from the various discretionary changes to the tax system over 
this period and the impact of the 1981-1982 recession. 


The revenue yield from the personal income tax, by far the largest single source of 
tax revenue, declined significantly as a percentage of GNP through 1978-79, 
reflecting such factors as the transfer of additional tax points to the provinces 
under new arrangements for Established Programs Financing in 1977, and the 
indexing of personal exemptions and tax brackets beginning in 1974. In addition 
tax expenditures introduced in the mid-1970s such as the federal tax reduction, 
the investment income deduction and the registered home ownership savings plan 


a2) 


Table 3.1 
Budgetary Tax Revenues as a Percentage of GNP 


Personal Corporate Salesand Unemployment Other Total 
income income excise insurance tax tax 
tax tax taxes contributions revenues revenues 

1971-72 De IE) 4.9 0.6 0.4 16.1 
1972-73 8.0 2.8 5.0 0.7 0.4 16.8 
1973-74 AS 3.0 4.9 0.8 0.5 16.7 
1974-75 7.9 35 4.6 Lei 1.4 18.3 
1975-76 had, 3.5 4.0 2 We 17.6 
1976-77 7.6 2.8 3.8 1.3 1.0 16.5 
1977-78 6.7 2 3.9 1.2 0.8 15.0 
1978-79 6.3 2.4 3.8 Le 0.7 14.4 
1979-80 6.4 2.6 3.4 1el 0.8 14.3 
1980-81 6.7 Ie | 3.4 1.1 0.9 14.8 
1981-82 Tia Qua 3.3 1.4 Tey 15.9 
1982-83 13 2.0 3.0 1.4 1.8 [5-5 
1983-84 6.9 1.9 Be 1.9 Ie Sat 
1984-85 70 DBO: a3 1.8 1 15.6 
Projection 
1985-86 ee 23 3.6 1.9 1.0 16.0 
1986-87 eck 2.4 3.9 1.9 0.7 16.7 
1987-88 8.1 25 3.8 1.9 0.7 16.9 
1990-91 8.5 2.6 3.8 1.4 05 16.9 


Note: Figures may not add due to rounding. 


(RHOSP), contributed to a steady deterioration in the revenue yield from the 
personal income tax system over the 1970s and early 1980s. Between 1978-79 and 
1982-83, personal income taxes increased as a percentage of GNP, due in part to 
the sustained growth in real income over the period, but remained below the level 
reached in 1974-75. The 1981-1982 recession, and in particular the resulting high 
unemployment, considerably reduced the average effective personal income tax 
rate and the revenue yield from the personal income tax system through 1983-84. 
Despite a modest improvement in the revenue yield from the personal income tax 
in 1984-85, the personal income tax revenue-to-GNP ratio remained significantly 
below the 1974-75 level. 


The growth in corporate income tax revenues has on average lagged behind the 
growth of the economy since 1974-75. This pattern reflects both the fact that 
corporate profits have grown more slowly than the economy as a whole and the 
many changes to the corporate income tax system over this period which, on 
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balance, have reduced the average effective tax rate. The corporate sector was hit 
hard by the 1981-1982 recession, reducing the revenue yield from the corporate 
income tax further over this period. Despite the strong growth in corporate profits 
in 1983 and 1984, the loss carryover provisions of the corporate income tax system 
moderated the growth in corporate income tax revenues in 1983-84 and 1984-85. 
These loss carryover provisions, which were enhanced in the April 1983 budget, 
allow corporations to apply unused losses from one year to reduce taxable income 
in future years. Losses built up during the recession of 1981-1982 have reduced 
the yield from the corporate income tax and at the same time made the future 
yield more uncertain. 


The revenue yield of the federal sales tax and other excise taxes and duties, as a 
percentage of GNP, fell steadily from the peak reached in 1972-73 through to 
1982-83, due to the many exemptions and tax rate reductions introduced over this 
period. The federal sales tax base was substantially eroded during the 1970s with 
the introduction of exemptions for items such as confections, clothing and 
footwear, construction equipment, energy conservation equipment and 
transportation equipment. Over the same period the general federal sales tax rate 
was reduced from 12 per cent to 9 per cent, while the rate applicable to building 
and construction materials was reduced to 5 per cent. These changes not only 
reduced the importance of the federal sales tax as a revenue source, but also 
caused competitive distortions among similar types of goods, depending on 
whether they were excluded or included in the tax base. 


Unemployment insurance contributions have fluctuated dramatically as a 
percentage of GNP since 1971-72 due primarily to changes to the unemployment 
insurance program and increases in employer-employee contribution rates. 


The “other tax” revenue category includes the special energy-related taxes 
introduced with the National Energy Program, the non-resident withholding tax, 
the gasoline excise tax and other taxes. These taxes increased significantly as a 
percentage of GNP in 1974-75 and again in 1981-82, reflecting the introduction of 
the Oil Export Charge in 1974 and the special energy-related taxes which 
accompanied the National Energy Program. By 1984-85, however, the revenue 
yield from the ‘other tax” category had decreased as a percentage of GNP, 
reflecting the impact of weak international oil prices and declining domestic 
demand and production on the special energy-related taxes. 


It is clear that the revenue yield of the tax system has declined markedly since the 
mid-1970s. As a result, significant changes to the tax system have been required to 
restore the revenue yield to more normal levels and to ensure that revenue growth 
contributes to the goal of stabilizing the debt-to-GNP ratio over the medium term. 
The remainder of this chapter discusses the actions taken by the government since 
November 1984, including the measures introduced in this budget, and their 
impact on the budgetary deficit. 
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The Revenue Strategy: The Results of Policy Initiatives 
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Table 3.2 provides a summary of the revenue impacts by major revenue category 
of the tax measures introduced since November 1984, excluding those proposed in 
this budget. The net impact of these measures will be to increase federal tax 
revenues by approximately $1.9 billion in 1986-87, $2.9 billion in 1987-88, and 
$4.8 billion in 1990-91, representing a significant contribution to reducing the 
federal deficit and slowing the growth in the debt-to-GNP ratio. The government’s 
objective has been to realize these additional revenues in a balanced manner while 
at the same time encouraging enterprise and economic efficiency. 


Several important changes to the personal and corporate income tax systems have 
been made in the interests of both improving the fairness of the tax system and 
enhancing revenue. The first major step was taken in November 1984 through 
administrative measures to ensure tax compliance over a reasonable period of 
time. This measure was designed to make the tax system more equitable, 
particularly in the eyes of the vast majority of Canadians who pay their taxes 
promptly. The minimum tax which became effective January 1, 1986 is a further 
response to widespread public concern that many high-income Canadians are able 
to avoid paying income taxes completely if they take full advantage of available 
tax deductions and other incentives. Measures were also introduced to curtail the 
practice of income splitting among family members as a means of avoiding tax, 
and the use of yachts, recreational vehicles and hotels as tax shelters. 


As well, the government has recently taken steps to curb the unintended use of 
certain provisions of the Income Tax Act which, if left unchecked, would have 
significantly reduced federal tax revenues. For example, in October 1984 the 


Table 3.2 


Revenue Impact of the Tax Measures Introduced Since November 1984 
by Major Category ” 


1985-86 1986-87 1987-88 1990-91 


(billions of dollars) 


Personal income tax 0.0 8 2.0 4:3 
Corporate income tax 0.3 0.7 0.4 0.1 
Sales and excise taxes 0.9 2:6 BD 4.6 
Energy taxes) —1.1 —2.7 — 2.6 — 3.9 
All other taxes 0.0 0.0 —0.1 —0.3 
Total tax revenues 0.1 1.9 2.9 4.9 


Note: Figures may not add due to rounding. 


‘) Excluding measures introduced in this budget. 
°) Reflects the taxes eliminated as a result of the Western Energy Accord. 


government announced a moratorium on advance rulings on the income tax 
consequences arising out of the use of limited partnerships and other joint venture 
arrangements to “flow out” unused tax deductions and credits by corporations to 
investors. The moratorium was in response to the government’s concern about the 
use of tax-shelter financing by unrelated investors and the potentially large 
revenue costs if these types of arrangements were allowed to proceed. The 
government also moved rapidly to curb the revenue loss associated with the 
scientific research tax credit. It was eliminated in the May 1985 budget and 
replaced by the full refundability of the investment tax credit earned by small 
Canadian-controlled corporations on the first $2 million of current research and 
development expenditures. Finally, legislative amendments have been proposed to 
limit the use of arrangements whereby profitable oil and gas companies reduce tax 
by transferring property temporarily to non-taxable entities or other firms which 
have unused tax losses and credits. 


The increase in the limits on deductible contributions to pension and other 
retirement savings plans proposed in the May 1985 budget will end the unequal 
treatment accorded to the self-employed and others who save for retirement solely 
through Registered Retirement Savings Plans. Such individuals will now have the 
same scope to build an adequate pension as those who contribute to employer- 
sponsored plans. This will remove an obstacle to new business start-ups. The 
Federal Pension Benefits Standards Act is also being amended to bring about 
major improvements in the minimum standards for federally-regulated 

pension plans. 


To encourage Canadians to invest in Canada’s future growth and thereby create 
jobs, several important initiatives have been introduced since November 1984. The 
$500,000 lifetime capital gains exemption for individuals is a key measure and 
represents a challenge to Canadians to invest in Canadian enterprise, to put 
forward new ideas and to take risks. Too many government programs have been 
focussed upon rewarding effort alone. This initiative has been designed to 

reward success. 


Finally, many changes to the personal income tax system have been initiated since 
November 1984 and their net result is a tax system with a significantly improved 
revenue yield. The government has removed several tax expenditures including the 
RHOSP deduction and the federal tax reduction. Indexation of the personal 
income tax system has been limited to the increase in the consumer price index in 
excess of 3 per cent and a surtax was imposed on high-income earners. 


As for the corporate income tax system, the 5-per-cent surtax on corporations, 
excluding small businesses, was designed to contribute to deficit reduction in the 
short term. The special capital tax on large chartered banks and trust companies 
ensures that these institutions contribute to the restoration of fiscal flexibility 


as well. 


The Western Energy Accord, the Natural Gas and Gas Pricing Agreement and 
the New Frontier Energy Policy, established and ratified between the federal 
government and the producing provinces over the past year, represent important 
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developments which will assist the energy sector to contribute to economic growth. 
The thrust of these agreements has been to eliminate government intervention and 
minimize regulation in the determination of energy prices and production, and to 
eliminate the discriminatory taxation of Canada’s petroleum industry introduced 
by the National Energy Program. The Western Energy Accord resulted in the 
immediate elimination or phasing-out of several special taxes and put in place a 
profit-sensitive tax regime. The Natural Gas and Gas Pricing Agreement 
established a market system for determining domestic gas prices, production and 
gas exports. These measures will remove the interference of government in the 
energy market. The New Frontier Energy Policy is a first step in encouraging the 
development of Canada’s energy resources in frontier areas such as the Beaufort 
Sea and the east coast of Canada. To this end, the government recently announced 
the exploration tax credit to help offset the impact of the elimination of petroleum 
incentive payments on high-cost exploration. 


The measures to broaden the sales tax base reflect a significant effort to reduce 
the distortions resulting from the sales tax due to the unequal tax treatment of 
goods. The increase in the federal sales tax rates also reflects a desire to reverse 
the declining trend of federal sales tax revenues. Finally, the increases in the 
motive fuels tax offset the revenues lost from the Canadian Ownership Special 
Charge and Oil Export Charge which were eliminated in conjunction with the 
Western Energy Accord. 


New Tax Measures With Major Impacts on Budgetary Revenue 


Substantial progress has already been made in reducing the federal deficit and 
slowing the growth in the debt-to-GNP ratio. The additional expenditure restraint 
measures announced in this budget will also make a continuing and significant 
contribution in this regard. However, further efforts are still necessary and, as a 
result, tax increases are proposed in this budget.” 


Personal Income Tax Measures 
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Several of the changes to the personal income tax system proposed in this budget 
focus upon removing unproductive tax expenditures and providing a further 
improvement in the revenue yield of the personal income tax. These include: 


¢ an improved reporting regime for investment income; 


¢ modifications to the married exemption so that it is based on the spouse’s 
income for the whole year, rather than from the date of marriage; 


¢ a 3-per-cent surtax on basic federal tax effective July 1, 1986; 


e changes to the tax treatment of dividends; and, 


‘” Detailed descriptions of these measures are included in the Budget Papers document tabled with 
the budget. 


¢ limitation of ability to defer tax on employment income through salary 


deferral arrangements. 


The government is also proposing changes to assist those Canadians most in need. 
These changes include: 


e arefundable sales tax credit, for lower-income Canadians, delivered through 


the personal income tax system; 


° the prepayment of a portion of the child tax credit to families with income 
below $15,000, designed to assist low-income families and reduce their need 
to borrow from tax discounters; 


provision of an improved permanent measure of tax assistance for residents of 
the North and of isolated posts; and, 


e an increase in the disability deduction. 


Corporate Income Tax Measures 


With the May 1985 budget a discussion paper was tabled that aimed at making 
the corporate income tax system more equitable and more effective in supporting 
economic growth, by eliminating some tax expenditures and reducing tax rates. 
The current budget proposes the first step in implementing corporate income tax 
reform. The proposals include: 


e elimination of the inventory valuation adjustment; 
e a phased reduction in the investment tax credit; 


© anextension to the end of 1988 of the refundability provisions of the 
investment tax credit; and, 


e a phased reduction in corporate income tax rates. 


These changes will make the corporate income tax system more efficient. 
Moreover, consequent changes to the tax treatment of dividends will permit the 
removal of the 12 1/2-per-cent tax on dividends paid by small businesses, thus 
simplifying the corporate tax system significantly. 


To assist in reducing the deficit, a 3-per-cent surtax on corporate income tax will 
be introduced for all corporations, effective January 1, 1987. 


Sales and Excise Tax Measures 


The proposed sales and excise tax measures include a 1-per-cent increase in 
federal sales tax rates effective April 1, 1986, alcohol and tobacco tax increases of 
4 and 6 per cent, respectively, a one-year extension of the fuel tax rebate for 
primary producers and the exemption of tourist literature from the federal sales 
tax. The proposed increase in the federal sales tax rate is designed to increase the 
yield from the federal sales tax which has eroded significantly over the recent past. 
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Table 3.3 


New Tax Measures with Major Impacts on Budgetary 
Revenues: 1986-87, 1987-88 and 1990-91 


1986-87 1987-88 1990-91 
(millions of dollars) 
Personal income tax 
A. Reductions in tax expenditures 
Changes to the tax treatment of dividends 0 — 160 330 
Changes to marital exemption during year of 
marriage 0 20 20 
Reduction of investment tax credit and elimina- 
tion of inventory allowance 0 25 180 
Changes to limited partnership rules prevents large revenue loss 
Changes to employee benefit plan rules prevents large revenue loss 
Sub-total 0 —115 530 
B. Other measures 
3-per-cent surtax 560 1,050 1,400 
Prepayment of child tax credit — 180 —10 0 
Refundable sales tax credit — 200 — 330 — 360 
Exemptions for residents of the North and 
isolated posts — 20 —120 —135 
Increase in the disability deduction 0 —10 —10 
Sub-total 160 575 890 
Net personal income tax changes 160 460 1,420 
Corporate income tax 
A. Phase | of corporate tax reform 
Elimination of the inventory allowance 
Phased reduction of investment tax credit 380 385 85 
Corporate income tax rate reductions 
Extension of refundable investment tax credit 
Sub-total 380 385 85 
B. Other measures 
3-per-cent surtax 0 420 485 
Removal of tax on small business 
dividend distributions 0) 0 — 275 
Sub-total] 0 420 210 
Net corporate income tax changes 380 805 295 
Sales and excise taxes | 
1-per-cent increase in federal sales tax rates 815 1,050 1,300 
4-per-cent increase in alcohol and 6-per-cent 
increase in tobacco excise taxes 150 150 150 
Extension of fuel tax rebate for primary 
producers —15 —105 0 
Sales tax exemption for tourist literature —10 —10 —10 
Net sales and excise tax changes 940 1,085 1,440 
Total of all tax revenue measures 1,480 2,350 S155 
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Revenue Impacts of the New Tax Measures 


Table 3.3 presents the estimated revenue impacts of the tax measures introduced 
in this budget. In total these measures are estimated to increase tax revenues by 
$1.5 billion, $2.4 billion and $3.2 billion in 1986-87, 1987-88 and 1990-91, 
respectively. Together with the actions taken since November 1984 on the tax 
side, federal tax revenues will have been increased by $3.4 billion in 1986-87, 
$5.2 billion in 1987-88 and $8.0 billion in 1990-91. This compares with net 
expenditure reductions of $6.8 billion in 1986-87, $9.7 billion in 1987-88, and 
$18.7 billion in 1990-91. 


Table 3.4 presents the projections of the major tax revenue categories which 
underlie the fiscal projections. The tax measures introduced since November 1984, 
including those introduced in this budget, will increase the revenue yield from the 
tax system. As a percentage of GNP total tax revenues are expected to return to 
levels which prevailed in the mid-1970s by the end of the planning period. This 
reflects an increase in the revenue yield, as a percentage of GNP, from the 
personal income tax, the corporate income tax and sales and excise taxes. 


In addition to improving the revenue yield, the tax measures proposed in this 
budget have important implications for tax fairness and efficiency. The 
prepayment of the child tax credit and the refundable sales tax credit will provide 
assistance to those Canadians most in need. The proposals to reform the corporate 
income tax system represent a major step toward ensuring that the tax system acts 
effectively to promote the goals of sustained economic growth and job creation. 


Table 3.4 
Tax Revenue Projections by Major Category 


1985-86 1986-87 1987-88 1990-91 


(billions of dollars) 
Personal income tax 32.9 Slat 42.5 54.7 
Corporate income tax 10.4 lle? 2s 16.7 
Sales and excise taxes 16.2 18.9 20.0 24.2 
All other taxes 1353 13%3 14.0 |e 
Total tax revenue Tea 81.6 88.7 108.0 
(as percentage of GNP) (16.0) (16.7) (16.9) (16.9) 


eS ee 


Note: Figures may not add due to rounding. 
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4. The Fiscal Projections to 1987-88 


This chapter summarizes the government’s budgetary position for fiscal year 
1985-86 and over the next two years. The first section of this chapter provides an 
overview of the key economic assumptions and of the summary statement of 
transactions. Subsequent sections provide detailed information on the projections 
for budgetary expenditures, budgetary revenues and for the non-budgetary 
transactions. These sections also indicate how the fiscal outlook has changed since 
the May 1985 budget. The final section summarizes the government’s estimated 
financial requirements and borrowing authority needs for 1986-87. 


Overview of the Fiscal Projections 


The fiscal projections are based on the economic assumptions presented in the 
document entitled Towards a Sustained Expansion: Canada’s Economic 
Prospects, 1986-1991. These economic projections are summarized in Table 4.1. 


Table 4.1 


The Economic Projections 


ee ee a 


1985 1986 1987 


a ee ee 


(percentage change unless 
otherwise indicated) 


Gross national product 


Value eo ue6 dz 

Price OHS) 3.8 4.2 

Volume 4.5 Jai 3.0 
Consumer price index 4.0 4.3 3.6 
Average wage rate 4.4 3.8 4.2 
Labour force 129 2.4 1.6 
Employment 2.8 33 BAe 
Unemployment rate (fourth quarter level) 10.2 9.6 9.0 
Personal income 8.4 ie 6.0 
Corporate profits 4.2 9.7 15.2 
90-day commercial paper rate (level) 9.6 9.5 8.7 
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The Canadian economy grew by about 4.5 per cent in 1985, marking the third 
consecutive year of above-trend real growth. Although the rates of growth in both 
1986 and 1987 are expected to be below those experienced in the previous three 
years, gains slightly exceeding or matching trend are still anticipated. Inflation as 
measured by the consumer price index is expected to remain relatively stable at 
around 4 per cent per year. Employment is projected to grow at 3.3 per cent in 
1986 and 2.2 per cent in 1987 which, given the expected growth in the labour 
force, should result in a steady improvement in the unemployment rate. Personal 
income is expected to increase about 7.2 per cent in 1986 and 6.0 per cent in 1987, 
down from the advance of 8.4 per cent registered in 1985. The growth in corporate 
profits is expected to rebound strongly in 1986 and 1987. Canadian short-term 
interest rates are expected to average about 9.5 per cent in 1986 and 8.7 per cent 
in 1987. Current levels of interest rates reflect temporary speculative pressures 

in the foreign exchange market. When this pressure abates, interest rates are 
expected to return to levels more in keeping with Canada’s economic 
fundamentals. 


Given these economic assumptions and the policy measures announced both in this 
budget and previously, the budgetary deficit is projected to decline steadily from 
$38.2 billion in 1984-85, to $34.3 billion in 1985-86, to $29.5 billion in 

1986-87, and to $25.9 billion in 1987-88 (Table 4.2). 


As previously noted, these fiscal projections incorporate certain accounting 
changes recommended by the Auditor General. In particular the government has 
decided in this budget to accept the Auditor General’s recommendations with 
respect to the consolidation into the government accounts of the Exchange Fund 
Account, the Unemployment Insurance Account, and the Western Grain 
Stabilization Account, and to treat loans to developing countries as budgetary 
rather than non-budgetary transactions. Annex | provides a detailed reconciliation 
between the two accounting bases. 


These accounting changes have the effect of increasing the net public debt by 

$7.7 billion in 1986-87. They increase the deficit by about $0.4 billion in 1985-86 
and reduce the deficit by about $0.4 billion in 1986-87 and by $2.0 billion in 
1987-88. On the accounting base used in the May 1985 budget the deficit declines 
from $36.9 billion in 1984-85 to $33.8 billion in 1985-86 and to $29.8 billion in 
1986-87. As the accounting changes largely represent a reclassification of certain 
expenditures and revenues from non-budgetary transaction accounts to budgetary 
expenditures and revenues, financial requirements (excluding foreign exchange 
transactions) are only marginally affected. 


Although the deficit is expected to be about $12 billion lower in 1987-88 than the 
peak reached in 1984-85, it is still well above pre-recession levels. The recession 
severely affected the tax bases underlying federal revenues and increased 
cyclically-sensitive expenditures. Furthermore, certain policy initiatives were 
undertaken during this period which further increased expenditures and reduced 
revenues. The result was an increase in deficits and a faster growing stock of debt. 
This rising stock of debt, coupled with increasing interest rates over the period 
1979 to 1982, resulted in substantially higher public debt charges, further 
widening the difference between expenditures and revenues. 


Table 4.2 
Summary Statement of Transactions 1984-85 to 1987-88 


1984-85") 1985-86) 1986-87) 1987-880) 


(millions of dollars) 


Budgetary transactions 


ee ee ee eS ee Se SE 


Revenues 70,869 78,000 87,275 94,025 
Expenditures — 109,115 — 112,250 — 116,740 — 119,965 
Deficit — 38,246 — 34,250 — 29,465 — 25,940 
Non-budgetary transactions 
Loans, investments and advances 711 — 620 333 120 
Specified purpose accounts Salle 5,467 5,667 6,354 
Other transactions SYS 585 909 1,784 
Net non-budgetary receipts 8,445 5,432 6,909 8,258 
Financial requirements 
(excl. foreign exchange transactions) — 29,801 — 28,818 — 22,556 — 17,682 
Budgetary revenues 70,869 78,000 87,275 94,025 
Percentage change 10.6 10.1 HES. Wl 
Percentage of GNP 16.8 lee 17.9 17.9 
Budgetary expenditures 109,115 112,250 116,740 119,965 
Percentage change 13a 2.9 4.0 2.8 
Percentage of GNP 219) 24.7 PP) 22:5) 
Program expenditures 86,659 86,640 89,365 90,595 
Percentage change 10.5 0.0 3.1 1.4 
Percentage of GNP 20.6 19.1 18.3 ge3 
Statutory programs 48,419 48 930 Sess 52,414 
Percentage change 10.7 1.1 5.0 2.0 
Percentage of GNP PIES 10.8 10.5 10.0 
Non-statutory programs 38,240 37,710 37,990 38,181 
Percentage change 10.3 —1.4 0.7 0.5 
Percentage of GNP 9.1 8.3 7.8 es 
Public debt charges 22,456 25,610 A US 29,370 
Percentage change 24.2 14.0 6.9 Thess 
Percentage of GNP 58) 5.6 5.6 5.6 
Budgetary deficit 38,246 34,250 29,465 25,940 
Percentage of GNP orl UD 6.0 4.9 
Financial requirements 
(excl. foreign exchange transactions) 29,801 28,818 22,556 17,682 
Percentage of GNP el 6.3 4.6 3.4 
Net public debt (billions) 199.1 233.4 262.8 288.8 
Percentage change 23.8 WWie2: 12.6 9.9 
Percentage of GNP 47.3 51.4 53.8 55.1 
GNP (billions) 420.9 454.0 488.7 524.1 
Percentage change 8.0 19 7.6 7.2 
) Actual 
(2) Preliminary estimate 
G) Forecast 
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Over the projection period, revenues are expected to increase at a substantially 
faster rate than expenditures, reducing the gap between revenues and expenditures 
and the deficit. This reduction in the growth rate in expenditures primarily reflects 
the expenditure reduction measures introduced since November 1984. The 
increases expected in revenues over the forecast period reflect the projected 
continuation of economic growth and the revenue-enhancing measures announced 
in the May 1985 and the current budget. However, given the stock of debt, the 
projections are highly vulnerable to the behaviour of interest rates. For example, a 
1-per-cent change in either direction would affect the deficit by about $1 billion in 
either direction. 


The improved outlook for the budgetary deficit in large part reflects the 
discretionary measures affecting both expenditures and revenues that the 
government has initiated since taking office. Table 4.3 shows the impact on the 
deficit of government fiscal actions since November 1984. These direct actions 
have the net impact of reducing the deficit by about $5 billion in 1985-86, 

$10 billion in 1986-87 and $15 billion by 1987-88. 


Financial requirements represent the most comprehensive and economically 
meaningful summary measure of the federal fiscal position; they show the net 
direct impact of federal activities on credit markets. With the accounting changes 
introduced in this budget, the difference between the budgetary deficit and 
financial requirements narrows slightly). Financial requirements (excluding 
foreign exchange transactions) in 1985-86 are expected to be marginally lower 
than the level registered in 1984-85. Financial requirements are projected to 
decline by $6.3 billion in 1986-87, and by an additional $5 billion in 1987-88. 


() The relationship of the budgetary deficit to financial requirements is discussed in detail in the last 
section of this chapter. 


Table 4.3 
Impact of Discretionary Measures on the Budget Deficit 


1985-86 1986-87 1987-88 


(billions of dollars) 


Projected deficit 34.3 29°3 259 
Add: | 
Discretionary actions to reduce the deficit gh: 14.5 19.0 
Less: 
New spending initiatives and energy tax 
changes 2.6 4.3 4.1 
Equals: 
Deficit exclusive of discretionary govern- 
ment actions 200) 5oT 40.8 


The Expenditure Projections 


This section provides an overview of the government’s expenditure projections 
from 1985-86 to 1987-88. The expenditure plan for 1985-86 was first presented in 
the November 1984 Economic and Fiscal Statement and updated in the May 1985 
budget. This section reviews those projections and extends them to 1987-88. 


The growth rate in budgetary expenditures is expected to drop dramatically over 
the projection period, in direct contrast to the double-digit increases of the 
previous few years. Expenditures are expected to increase by 2.9 per cent in 
1985-86, down from the 13.1-per-cent increase registered in 1984-85. Advances of 
4.0 per cent and 2.8 per cent are expected in 1986-87 and 1987-88, respectively. 
The slower growth in budgetary expenditures reflects the combined impact of the 
discretionary measures that the government has undertaken to control its 
expenditures and the improvement projected in economic activity. Details of 
budgetary expenditures are set out by major program in Table 4.4. 


Public debt charges continue to exert upward pressure on expenditure growth 
although the rates of growth are below those experienced in the previous three 
years. Lower interest rates and fiscal action are restraining the growth in public 
debt charges. However, public debt charges remain the single largest component 
of budgetary expenditures and, given the high stock of debt, are extremely 
sensitive to changes in interest rates. 


Program expenditures — that is, budgetary expenditures excluding public debt 
charges — are expected to decline marginally in 1985-86, the first decline in the 
postwar period. Thereafter, increases will remain below the rate of inflation. This 
improvement is reflected in both statutory and non-statutory programs. The 
projection for statutory expenditures, which are largely demand-driven or 
formula-funded, reflects the improvement in economic activity as well as actions 
that the government has taken to control expenditures in this area. The 
elimination of the Petroleum Compensation program, the modification to the 
escalator formula for Established Programs Financing transfers to provinces and 
the modification of the indexation factor for family allowances are largely 
responsible for the slowdown in the rate of growth of expenditures in this 
component. In contrast, old age security benefits are expected to register increases 
in line with the growth in the population base and the rate of inflation. 


Expenditures on non-statutory programs are expected to decline by 1.4 per cent in 
1985-86. This represents the first decrease in non-statutory program spending in 
the postwar period and follows nearly a decade in which annual double-digit 
increases were the norm. It is this component of government spending over which 
the government has the most discretion and the decline in 1985-86 is attributable 
to the expenditure reductions that the government has undertaken since the fall of 
1984. These actions include not only the specific measures announced in the 
November 1984 Economic and Fiscal Statement but also the exercising of tighter 
control and better management of resources. 
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Table 4.4 


Budgetary Expenditure Projections 


1984-85") 1985-86 1986-87 1987-88”) 


(millions of dollars) 


Budgetary expenditures 109,115 112,250 116,740 1193965 

Public debt charges 22,456 25,610 DY 313) 29,370 

Program expenditures 86,659 86,640 89,365 90,595 

Statutory programs 48,419 48,930 5) eS) 52,414 

Unemployment insurance 10,048 10,064 9,940 9,899 

Old age security benefits 11,418 122553 13,681 14,586 
Established programs financ- 

ing (cash portion only) 8,595 8,724 9,185 9,455 

Fiscal transfers 5,992 5,923 6,059 6,417 

Canada Assistance Plan 3,635 3,884 4,059 4,199 

Family allowances 2,418 DS M3) 2,546 

Other 6,313 5,280 5,920 a1 

Non-statutory programs” 38,240 37,710 37,990 38,181 

Defence”) 8,892 9,290 9,860 10,485 

Official Development 
Assistance 2,058 2,045 2,364 2,540 
Other 27,290 26,375 25,766 25,156 


(percentage change) 


Budgetary expenditures bat 29 4.0 2.8 
Public debt charges 24.2 14.0 6.9 G3 
Program expenditures 10.5 0.0 351 1.4 
Statutory programs 10.7 al 5.0 2.0 
Unemployment insurance 2.4 0.2 —1.2 —0.4 
Old age security benefits oF 9.9 9.0 6.6 
Established programs financ- 
ing (cash portion only)“ 127, les 53 23 
Fiscal transfers 33 —1.2 23 3:9 
Canada Assistance Plan 10.6 6.9 4.5 3.4 
Family allowances 3.9 3.5 12 0.6 
Other 41.3 — 16.4 1241 — 10.3 
Non-statutory programs") 10.3 —1.4 0.7 0.5 
Defence 12.0 4.5 6.1 6.3 
Official Development 
Assistance 16.9 — 0.6 15.6 7.4 
Other 9.3 —3.4 —2.3 —2.4 
Actual 
) Preliminary estimate 
&) Forecast 


‘) Includes defence pensions which are statutory. 


‘) Including the tax portion, total entitlements are expected to advance at an annual rate of 5 per cent over the 
projection period. 


In both 1986-87 and 1987-88, non-statutory program spending is expected to 
advance only marginally. Even in 1987-88 total spending on non-statutory 
programs, before allowing for inflation, will be less than the level recorded in 
1984-85. Excluding defence and foreign aid, non-statutory spending will be more 
than $2 billion lower than in 1984-85. Among the major factors contributing to 
restrained growth will be a reduction in the size of the public service by 2 per cent 
in 1986-87 and by an additional | per cent in 1987-88, a reduction in operating 
and maintenance costs, the elimination or reduction in the size and scope of many 
programs and a tighter control over expenditures. As well, the signing of the 
Western Energy Accord resulted in the phase-out of the Petroleum Incentive 
Payments program. 


Comparison with the May 1985 Budget 
Table 4.5 compares the current projections of federal budgetary expenditures with 
those underlying the May 1985 budget forecast. 
Table 4.5 
Major Changes to Budgetary Expenditure Forecasts Since the May 1985 Budget 


ee eS eS 


1985-86 1986-87 


ee ee SS 


(millions of dollars) 


May 1985 budget level) 105,015 109,935 
Accounting changes 8,453 8,348 
Changes due to economic factors 
Public debt charges — 286 — 1,439 
Statutory programs — 140 596 
Non-statutory programs — 792 — 30 
February 1986 budget measures — =—670 
February 1986 budget level 112,250 116,740 


() Adjusted to reflect the June 27, 1985 announcement. 


The impact of the accounting changes is to increase budgetary expenditures by 
about $8.5 billion and $8.3 billion in 1985-86 and 1986-87, respectively. The 
major factor in this increase is the inclusion of unemployment insurance payments 
in budgetary expenditures. The changed assumption for interest rates since the 
May 1985 budget, especially for 1986-87, has resulted in a reduction to the 
projections for public debt charges. The improved economic outlook has resulted 
in lower expenditures under statutory programs, offset in 1986-87 by higher old 
age security payments. Expenditures on non-statutory programs are expected to be 
about $792 million lower in 1985-86 than projected at the time of the May 1985 
budget, reflecting the tighter management over expenditures that the government 
exercised during the year. The February 1986 budget measures, which will affect 
non-statutory programs, are expected to reduce expenditures by $670 million in 


1986-87. 
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Chart 4.1 


Budgetary Expenditures and Revenues 
(as a percentage of GNP) 
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The Revenue Projections 


The flow of federal revenues is a product of the underlying tax bases and the way 
the tax system is structured. There was a sharp slowdown in the growth of 
budgetary revenues in 1982-83 and 1983-84. The severe recession in 1981 and 
1982 and the relatively slow growth in the early stages of the economic recovery 
contributed to a deterioration in the underlying tax bases and thus to the 
slowdown in the growth of revenue. While the recorded slowdown was spread over 
all revenue components, the major impact was in the personal and corporate 
income taxes, which account for almost 60 per cent of total budgetary revenues. 
However, in 1984-85 budgetary revenues increased 10.6 per cent, outpacing the 
rate of growth of the economy. 


Table 4.6 presents the projections for the major categories of budgetary revenue 
which underlie the budget fiscal projections. All categories of budgetary revenue, 
with the exception of the energy-related taxes and unemployment insurance 
contributions, rebounded sharply in 1984-85 as the economic recovery gained 
momentum and the tax bases increased accordingly. Declining world oil prices and 
weak energy demand continued to reduce the flow of revenue from most of the 
energy taxes. In the current fiscal year the growth in budgetary revenues, though 
strong, is expected to slow to 10.1 per cent due in large part toa decline in energy- 
related revenues. This, in turn, reflects the elimination and phasing-out of the 
special energy taxes as stipulated under the Western Energy Accord. Neverthe- 
less, budgetary revenues are expected to increase as a percentage of GNP due to 
the expansion of the tax bases and the revenue-increasing measures introduced in 
previous budgets. Over the planning period budgetary revenues are projected to 
grow somewhat faster than the growth rate of the economy, reaching 17.9 per cent 
of GNP in 1987-88 compared to 16.8 per cent in 1984-85. 


Personal Income Taxes 


For the current fiscal year personal income tax receipts are expected to increase 
12.4 per cent. This projection takes into consideration the latest monthly 
information which indicates very robust growth in personal income tax collections 
to date, as well as the latest economic indicators which remain strong. In 1986-87, 
personal income taxes are projected to strengthen further, increasing 14.7 per cent 
as the revenue-increasing measures introduced in this budget and the last one 
begin to take effect. For the final year of the projection period, the growth in 
personal income taxes is expected to slow somewhat, though it should continue to 
exceed the growth in the economy as a whole. As a percentage of GNP, personal 
income taxes are projected to increase steadily from 7.0 per cent in 1984-85 to 

8.1 per cent in 1987-88. 


The relatively strong growth projected for personal income tax receipts over the 
planning period is in direct contrast with recent experience. The reasons identified 
as possible contributors to the past weakness in revenue growth included a decline 
in the proportion of total personal income assessed for tax, a greater-than- 
expected use of personal exemptions, deductions and tax credits, a decline in the 
ratio of tax collected to tax owed, and a shift in the distribution of employment 


53 


Table 4.6 
Budgetary Revenue Projections 


1984-850) 1985-862) 1986-87 1987-882) 


(millions of dollars) 


Personal income tax 29,254 32,870 37,705 42,525 
Corporate income tax 9,379 10,400 11,675 12,105 
Unemployment insurance contribu- 
tions 1558 8,653 9,437 10,066 
Non-resident tax 1,021 1,035 1,100 1,140 
Sales tax 29 9,545 11,700 125505 
Customs import duties 3,796 3,940 4,205 4,325 
Gasoline excise tax 404 815 1,455 1,865 
Other excise taxes and duties Desi 2,675 STS Sells) 
Other energy taxes 4,074 2,636 1,130 ats 
Miscellaneous taxes 158 171 178 190 
Total tax revenue 65,680 72,740 81,560 88,651 
Return on investments 4,271 4,155 4,310 4,084 
Other non-tax revenue 918 1,105 1,405 1,290 
Total non-tax revenue 5,189 5,260 Si (HS) 5,374 
Total budgetary revenue 70,869 78,000 Seer 94,025 
(percentage of GNP) 
Personal income tax 7.0 YD Ra, 8.1 
Corporate income tax Das) 23 2.4 23 
Unemployment insurance contribu- 
tions 1.8 1.9 1.9 1.9 
Non-resident tax 0.2 0.2 OO 0.2 
Sales tax 1.8 2.1 2.4 2.4 
Customs import duties 0.9 0.9 0.9 0.8 
Gasoline excise tax 0.1 0.2 Os 0.4 
Other excise taxes and duties 0.5 0.5 0.6 0.6 
Other energy taxes 1.0 0.6 0.2 0.1 
Miscellaneous taxes 0.0 0.0 0.0 0.0 
Total tax revenues 15.6 16.0 16.7 16.9 
Return on investments 1.0 0.9 0.9 0.8 
Other non-tax revenue 0.2 0.2 0.3 0.2 
Total non-tax revenue I? ee 2? 1.0 
Total budgetary revenue 16.8 12 179 17.9 


Note: Figures may not add due to rounding. 


() Actual 
() Preliminary estimate 
(G3) Forecast 


from full-time to part-time employment. Many of these factors were a direct result 
of the 1981-1982 recession. 


Considerable progress has been made since November 1984 in overcoming the 
negative impact of some of these factors and restoring the revenue yield from the 
personal income tax system to more normal levels. The government has taken 
steps to ensure that outstanding taxes are collected in a prompt and fair manner, 
the Scientific Research Tax Credit and other tax shelters have been eliminated 
and the indexation formula for tax exemptions and tax brackets has been 
modified. The personal income tax measures introduced in this budget are 
expected to increase revenues by $0.2 billion in 1986-87 and $0.5 billion 

in 1987-88. 


Corporate Income Tax 


The corporate income tax is the most volatile component of budgetary revenues. It 
reflects both the cyclical sensitivity of corporate profits and the workings of the 
tax system itself, particularly the loss carryover provisions. The outlook for 
corporate income tax revenues is determined primarily by the projected profile for 
corporate profits. Corporate income tax revenues increased 28.7 per cent in 
1984-85 in a post-recession rebound. In the current fiscal year the growth in 
corporate income tax revenues is expected to moderate noticeably, increasing only 
10.9 per cent. This reflects the slowdown in corporate profits growth experienced 
in 1985. Corporate income tax revenues are projected to increase 12.3 per cent in 
1986-87 and 3.7 per cent in 1987-88, reflecting both the expected growth in 
corporate profits and the pattern of the revenue-increasing measures introduced in 
this budget and in previous budgets. The 5-per-cent surtax on large corporations 
introduced in the May 1985 budget and subsequently extended to the end of 1986 
adds significantly to the flow of revenue in 1986-87. Measures in this budget will 
increase corporate income tax revenues by $0.4 billion in 1986-87 and by 

$0.8 billion in 1987-88. 


Sales Tax 


Revenue from the federal sales tax is a product of the applicable tax rates and the 
underlying tax base which comprises expenditures on several categories of 
consumer and business goods. The federal sales tax is applied to the 
manufacturer’s selling price of domestic goods and to the duty-paid value of 
imported goods. Revenue from the federal sales tax increased 16.1 per cent in 
1984-85 due to a combination of increased spending on consumer and business 
goods and the |-per-cent increase in the sales tax rates that took effect on 
October 1, 1984. Following an estimated increase of 23.5 per cent in the current 
year, sales tax revenues are projected to increase 22.6 per cent and 6.9 per cent in 
1986-87 and 1987-88, respectively. Part of the continued strong growth is due to 
the projected increase in the underlying tax base. A somewhat larger part is a 
result of the base broadening measures and the increase in the sales tax rates 
introduced in the May 1985 budget and in this budget. These measures will 
restore to more normal levels the revenue yield from the federal sales tax which 
has deteriorated over the recent past. As a percentage of GNP, sales tax revenues 
are projected to increase from 1.8 per cent in 1984-85 to 2.4 per cent in 1987-88. 


ae 


Customs Import Duties 


Revenue from customs import duties consists mainly of ad valorem taxes on a 
wide range of imported goods. The relatively strong growth in imports of goods of 
25.1 per cent in 1984 contributed to a 12.3-per-cent increase in customs import 
duties in 1984-85. This increase was moderated by tariff rate reductions on 
January 1, 1984 and January 1, 1985, in accordance with the Multilateral Trade 
Negotiations agreement signed in 1979. The terms of the agreement call for 
reductions of 4 to 5 per cent in the average effective tariff rate on January | of 
each year from 1980 through to 1987. In the current fiscal year, the growth in 
customs import duties is estimated to have slowed considerably due to significantly 
lower growth in imports and further scheduled tariff reductions. Revenue from 
customs import duties is projected to increase 6.7 per cent in 1986-87 and 2.9 per 
cent in 1987-88. As a percentage of GNP customs import duties decline from 

0.9 per cent in 1984-85 to 0.8 per cent by 1987-88. 


Excise Duties and Taxes 


Revenue from excise duties and taxes consists primarily of ad valorem and specific 
taxes on tobacco and alcohol products. In the past these taxes were indexed in 
September of each year based on the previous 12 months’ growth in the consumer 
price index. In the May 1985 budget the automatic indexation of the specific taxes 
on tobacco and alcohol was eliminated. In this budget it is proposed that the taxes 
be increased by 4 per cent on alcohol and 6 per cent on tobacco. The increase in 
the tax on motive fuels effective September 3, 1985 accounts for the strong growth 
in revenue from the gasoline excise tax in 1985-86, while the |-cent-per-litre 
increase effective January 1, 1987 adds considerably to the flow of revenue in both 
1986-87 and 1987-88. As a percentage of GNP the gasoline excise tax increases 
from 0.1 per cent in 1984-85 to 0.4 per cent in 1987-88. 


Other Taxes 


The major taxes in this group consist of the Petroleum and Gas Revenue Tax 
(PGRT), the Canadian Ownership Special Charge, the Oil Export Charge, 
employer-employee contributions to unemployment insurance, the non-resident 
withholding tax, and several other taxes. Revenue from these taxes amounted to 
approximately $12.8 billion in 1984-85, with unemployment insurance 
contributions accounting for almost 60 per cent of the total. In 1985-86 an 
increase in employer-employee contributions to unemployment insurance is more 
than offset by a decline in energy-related revenues and thus the flow of revenue 
from these taxes is expected to decline by 2.4 per cent. A further decline in energy 
revenues in 1986-87 results in a decline in revenue from these taxes, while in 
1987-88 increased unemployment insurance contributions due to continued 
employment growth increases the flow of revenue from these taxes. 


Non-Tax Revenues 
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Non-tax revenues consist of return on investments, refunds of previous years’ 
expenditures, licenses and service fees, profits on bullion and coinage, premiums 
and discounts on exchange, and miscellaneous non-tax revenue. Return on 


investments includes Bank of Canada profits, interest received on loans, 
investments and advances to such lending institutions as the Canada Mortgage 
and Housing Corporation and the Farm Credit Corporation, Exchange Fund 
profits and interest on government balances with the chartered banks. 


In 1984-85 total non-tax revenues increased 1.1 per cent reflecting higher Bank of 
Canada profits. Total non-tax revenues are expected to increase 1.4 per cent in 
1985-86, and 8.7 per cent in 1986-87, and decline in 1987-88. This pattern reflects 
a combination of a substantial loss in the Exchange Fund in 1985-86, the delay in 
the sale of Teleglobe Canada, and an estimated decline in 1986-87 in Bank of 
Canada profits which are expected to recover in 1987-88. 


Comparison with the May 1985 Budget 


Table 4.7 compares the current projections of federal budgetary revenues with 
those underlying the May 1985 budget forecast. The changes between the two 
projections are divided into three categories: those attributable to the measures 


Table 4.7 
Major Changes to Budgetary Revenue Forecasts Since the May 1985 Budget 


ee ee 


1985-86 1986-87 


eee SS SS eee 


(millions of dollars) 


May 1985 budget level 71,245 HS 
Accounting changes 8,177 8,562 
Changes due to economic factors 
Personal income tax 500 1-055 
Corporate income tax — 596 — 850 
Unemployment insurance contributions 105 425 
Sales tax 462 343 
Customs import duties 2 370 
Gasoline excise tax — 25 40 
Other excise taxes and duties —2 = 108 
Other energy taxes — 238 — 291 
Other tax revenues —185 —95 
Non-tax revenues — 1,445 Sei | 
Sub-total tae 18 
February 1986 tax measures — 1,480 
Net revenue increases 6,755 10,060 
February 1986 budget level 78,000 87,275 


«) Adjusted to reflect the June 27, 1985 announcement. 


a 


announced in this budget, those attributable to the accounting changes introduced 
in this budget, and those arising from changes to the forecasts of the various tax 
bases and/or revisions to the forecasting methodologies and assumptions resulting 
from new information. 


In 1985-86 total budgetary revenues are $6.8 billion higher than projected at the. 
time of the May budget. This revision primarily reflects the impact of the 
accounting changes introduced in this budget and, in particular, the inclusion in 
budgetary revenues of employer-employee contributions to unemployment 
insurance (excluding the government’s contribution as an employer and interest 
paid). Over the planning period, the accounting changes add considerably to the 
level of budgetary revenues. The impact of economic factors and new information 
has resulted in lower budgetary revenues in 1985-86, and marginally higher 
revenues in 1986-87 compared to the May forecasts. The tax measures introduced 
in this budget add $1.5 billion to budgetary revenues in 1986-87. 


The Non-Budgetary Transactions Projections 
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The government’s net financial requirements are a reflection not only of its 
budgetary revenues and expenditures, but also of its non-budgetary transactions. 
These include loans, investments and advances, specified purpose accounts, and 
other transactions. Net funds provided by the non-budgetary transactions are 
subject to wide variations from year to year. Non-budgetary transactions have 
normally provided a net source of funds to the government and thus have lessened 
the extent to which the government has needed to borrow on financial markets. 


The underlying principle of classification as between budgetary and non- 
budgetary transactions is that transactions changing the net indebtedness of the 
government are classified as budgetary, while transactions involving the creation 
of offsetting financial assets or liabilities are non-budgetary. For example, a loan 
by the government increases financial assets since the recipient incurs an 
obligation to repay the loan. The creation of the asset for the government is offset 
by either a reduction in another asset (typically cash) or a corresponding increase 
in a financial liability (typically unmatured debt). The government maintains a 
number of specified purpose accounts that are held in trust for third parties. The 
pension accounts for federal employees are the largest single trust funds held by 
the government. Other non-budgetary transactions include an adjustment to 
convert public debt charges from an accrual to a cash basis as well as a number of 
other adjustments with respect to accounts payable, cash-in-transit and | 
outstanding cheques. 


In this budget, the government has acted upon the recommendations of the 
Auditor General regarding certain accounting principles. As a result, the 
Exchange Fund Account, the Unemployment Insurance Account and the Western 
Grain Stabilization Account, which in the past were treated as specified purpose 
accounts, have been consolidated into budgetary transactions. As well, the 
government has decided to treat loans to developing countries as budgetary rather 
than non-budgetary to better reflect the concessionary aspects of these loans. For 
further details regarding these accounting changes see Annex 1. 


Table 4.8 shows that the net funds provided to the government by the non- 
budgetary transactions are expected to decline from $8.4 billion in 1984-85 to 
$5.4 billion in 1985-86. In 1986-87, this net source of funds is projected to 
increase to $6.9 billion and to $8.3 billion in 1987-88. 


Table 4.8 


Non-Budgetary Transactions Projections 
lidar ih tenia nee eet ech ee a ei OAM Loe PON roe Sees ae eh el eee 


1984-85 1985-862 1986-878) — 1987-880 


Tae i a EE 


(millions of dollars) 


Loans, investments and 


advances aul — 620 333 120 
Specified purpose accounts 
Canada Pension Plan 211 822 368 334 
Superannuation accounts 4,378 4,793 5,154 3,093 
Other 563 352 145 a2), 
Sub-total Ssh 52 5,467 5,667 6,354 
Other non-budgetary trans- 
actions 
Interest and debt accounts 796 —15 1,059 eo) 
Accounts payable and out- 
standing cheques 1,619 365 — 335 60 
Other 167 ah) 185 205 
Sub-total 2,582 585 909 1,784 
Total non-budgetary receipts 8,445 5,432 6,909 8,258 
Ee Ae ae Raine nsec a 
“) Actual 
(2) Estimate 
G3) Forecast 


Loans, investments and advances are expected to produce a net outflow of 

$620 million in 1985-86, largely due to increases in the level of loans to the 
Canada Deposit Insurance Corporation. In both 1986-87 and 1987-88, 
repayments of loans are expected to exceed the level of new loans, thus providing a 


net source of funds. 


The specified purpose accounts are expected to continue to provide major sources 
of funds to the government. Increases in the working requirements of the Canada 
Pension Plan are expected to provide funds of about $325 to $365 million per year 
over the planning period. Surpluses in the CPP account in excess of working 
capital requirements are invested in provincial securities and therefore do not 
provide the federal government with a source of funds. The balance in the 
superannuation accounts is projected to provide a growing source of funds 


through 1987-88. 
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Other non-budgetary transactions are projected to provide a net source of funds. 
Funds provided from the increase in interest and debt accounts reflect the growth 
and composition of the federal debt. In most years, the increase in the interest and 
debt accounts is primarily attributable to the flow of interest on Canada Savings 
Bonds which accrues to individuals but is not paid until a later point in time. 
Approximately $1.5 billion of accrued interest in Series S33 came due in 1985-86, 
resulting in a lower source of funds in that year. Accounts payable and 
outstanding cheques provided a significant source of funds in 1984-85 due to the 
lateness in the passage of Supplementary Estimates “C” and accelerated tax 
refund activity by Revenue Canada. The net funds from this source in the 
subsequent fiscal year are projected to be minimal. 


Comparison with the May 1985 Budget 
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Table 4.9 presents a breakdown of the change in the projections for non-budgetary 
transactions since the May 1985 budget. For loans, investments and advances, the 
accounting changes introduced in this budget resulted in a net source of funds of 
about $200 million representing the value of loans to developing countries which 
are now Classified as budgetary expenditures. The additional net requirement in 
1985-86 in the “other” category represents incremental loans to the Canada 


Table 4.9 


Major Changes to Forecasts of Non-Budgetary Transactions 
Since the November 1984 Economic and Fiscal Statement 


1985-86 1986-87 


(millions of dollars) 


Loans, investments and advances 


May 1985 budget level —190 —270 
Changes: 
Accounting changes 12 229 
Other — 622 374 
February 1986 budget level — 620 333 
Specified purpose accounts 
May 1985 budget level 5,400 6,405: 
Changes: 
Accounting changes —218 —711 
Other 285 —27 
February 1986 budget level 5,467 5,667 
Other non-budgetary transactions 
May 1985 budget level 500 1,845 
Changes 85 — 936 
February 1985 budget level 585 909 


Deposit Insurance Corporation, while the increased net source of funds in 1986-87 
represents expected increases in loan repayments. 


Most of the differences in the specified purpose accounts relate to the accounting 
changes. The net requirement of $0.9 billion in 1986-87 in the other non- 
budgetary transactions component as compared to that projected in the 

May 1985 budget is due to the impact of lower interest rates on the interest and 
debt accounts. 


Financial Requirements and Borrowing Authority 


The previous sections of this chapter have set out the details of the government’s 
financial requirements which are estimated at $22.6 billion for 1986-87 and 

$17.7 billion for 1987-88. The amount of borrowing authority granted by 
Parliament for any given fiscal year has traditionally been tied to the amount of 
financial requirements forecast for that year. The actual level of borrowing will be 
influenced by foreign exchange transactions and by changes in cash balances, 
which cannot be accurately forecast. 


The gross level of borrowing will be much higher due to the need to refinance 
maturing debt. However, the refinancing of existing debt does not require 
additional borrowing authority but is authorized by section 38 of the Financial 
Administration Act. 


Parliament granted borrowing authority of $30.2 billion for 1985-86. Not all of 
this will be required and what remains outstanding on March 31, 1986 will lapse. 
Parliament also authorized the carry-forward of $2.0 billion of borrowing 
authority for contingency purposes. 


In 1985-86, borrowings amounting to an estimated $25.0 billion will be 
undertaken in the domestic Canadian markets through the issue of Government of 
Canada marketable bonds, Treasury bills and Canada Savings Bonds (CSBs). 
Borrowings will also be conducted in foreign markets to refinance maturing 
foreign issues and for exchange fund requirements. In fiscal year 1984-85, the 
government raised approximately 47 per cent of the domestic borrowings through 
the issue of marketable bonds, 39 per cent through the issue of Treasury bills and 
14 per cent through net CSB sales. These proportions were somewhat different 
than for the previous fiscal year due mainly to the larger marketable bond 
program. Only 31 per cent of the 1983-84 domestic borrowing was raised through 
marketable bonds. While it is not possible to predict the exact proportion of the 
debt to be raised in the various instruments and maturities during the current 
fiscal year, the government will continue to spread its debt offerings over a wide 
spectrum of maturities using similar instruments. 


In the recent past the government has regularized its use of the auction technique 
for short-term bond issues and it is anticipated that this technique will be used 
again in 1986-87. As well, five-year bonds are occasionally offered on an 


auction basis. 
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In addition to direct borrowing by the government, several large agent Crown 
corporations, in particular the Export Development Corporation and the Farm 
Credit Corporation, borrow directly from the capital markets and these 
borrowings represent a direct charge on the Consolidated Revenue Fund. Air 
Canada and Canadian National are non-agent Crown corporations and their 
borrowings are not directly guaranteed by the government. In both instances, 
Crown corporations are expected to service their debts from internally generated 
funds and thus their borrowings should not result in a drain on the Consolidated 
Revenue Fund. During 1986-87 Crown corporation direct debt is estimated to 
increase by $1.6 billion to $16.4 billion. The total net direct borrowing by the 
government and its Crown corporations is thus estimated to amount to 

$24.2 billion in 1986-87 excluding any foreign exchange requirements. 


In addition to direct borrowing activity, certain Crown corporations administer 
loan insurance or guarantee programs. The principal programs are those 
administered by Canada Mortgage and Housing Corporation to insure mortgages 
and by the Export Development Corporation to insure export financing initiatives 
undertaken by the private sector. The level of Crown corporation loan insurance or 
guarantees in force is estimated to increase by $4.1 billion in 1986-87. 


The government also provides a number of loan guarantees under programs such 
as the student loan program and the small business loan program and under the 
Canadian Wheat Board Act. These programs in total are estimated to increase by 
a further $0.4 billion in 1986-87. 


These activities are discussed in further detail in Appendix 5. 


5. The Medium-Term Strategy for Debt Control 


The first four chapters of this document have laid out the fiscal plan for 1986-87 
and 1987-88. However, effective fiscal planning must look beyond the short term, 
taking into account the likely course of events as they may subsequently unfold. 
While one cannot be certain about what the late 1980s will bring, prudent fiscal 
management demands that the most probable alternative outcomes be considered. 
As was done in the May 1985 budget, this document examines the fiscal 
implications of three possible medium-term economic scenarios as detailed in 
Towards a Sustained Expansion: Canada’s Economic Prospects, 1986-1991. The 
scenarios are similar in spirit to those examined last year and illustrate a range of 
possible outcomes for the fiscal position by the end of the decade. 


Why Debt Control is of Fundamental Importance 


Over the last 10 years Canada has experienced large and persistent budget 
deficits. This development has been most striking in recent years as the budget 
deficit has widened considerably since 1981. Among the major countries of the 
Organization for Economic Cooperation and Development (OECD), only Italy 
had a larger deficit relative to GNP than did Canada during the period from 1982 
to 1985. The rise in the deficit was largely accounted for by an increase in 
expenditures that outstripped the growth rate of GNP, notably public debt 
charges, although declines in revenues contributed significantly as well. The 
evolution of federal deficits has, in turn, led to a rapid increase in the stock of 
public debt. The debt-to-GNP ratio rose from a postwar low of 17.5 per cent in 
1974-75 to 47.3 per cent in 1984-85. The build-up in debt, in conjunction with 
high interest rates, has resulted in sharply higher interest payments to service the 
debt which in turn have further inflated the deficit. Interest payments currently 
represent the largest and fastest growing component of the government’s 
expenditures. 


The reasons why debt control is such an essential objective are becoming 
increasingly well known and understood. They were explained in some detail in 
Reducing the Deficit and Controlling the National Debt, a background document 
prepared for the round of consultations between the government and the private 
sector in late 1985. However, because of the fundamental importance of the debt 
control objective, these reasons bear repeating. 


Deficit reduction and debt control are fundamental to economic prosperity. 
Persistent deficits on the scale we have recently experienced imply a continuously 
growing stock of public debt in relation to the size of the economy. Such large 
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deficits and growing debt can result in upward pressure on interest rates, resulting 
in a crowding out of private investment and a reduction in the productive capacity 
of the economy. The smaller capital stock, in turn, results in a slower rate of 
economic growth and lower real incomes for Canadians. 


Moreover, there is a vicious circle at work here. To the extent that large deficits 
and growing debt push up interest rates and slow economic growth, rising interest 
rates in turn affect the deficit, both directly by raising interest payments on the 
existing stock of debt, and indirectly through the effect of reduced economic 
activity on tax revenues. In a situation where interest rates exceed economic 
growth, as has been the case for the past number of years, the fiscal situation is 
potentially explosive. If the economy is not growing fast enough to generate the 
additional revenues required to pay the increasing interest payments on the debt, 
the debt-to-GNP ratio and net interest payments as a ratio of GNP will climb 
without limit. This can lead in turn to still higher interest rates and still lower 
growth. The only way this vicious circle can be broken is through direct fiscal 
action to reduce the deficit. 


The rising debt stock also has a negative influence through its effect on foreign 
indebtedness. As the stock of public debt grows, increasing amounts of borrowing 
are done offshore, if not directly by the federal government, then indirectly by 
other borrowers who find external borrowing conditions more favourable than 
those in the domestic market. Increased foreign borrowing results in a growing 
annual flow of interest payments out of the country. This represents a drain from 
the income-generating process in Canada that drives a wedge between what we 
produce as a country and what we consume. While it is true that most of the 
federal public debt is held by Canadians, it is wrong to suggest that it is therefore 
not a problem. This argument ignores the economic implications of increasing 
foreign indebtedness associated with non-federal government borrowers. 


Large persistent deficits can also have an adverse effect on expectations and 
confidence to the extent that deficits must ultimately be financed either by 
“printing money” or by changes in tax rates and expenditure programs. Deficits 
financed by excessive money creation — or even public fears that they will be so 
financed — can lead to expectations of higher inflation. These expectations would 
result in higher interest rates as lenders attempt to protect the real value of their 
assets from the prospects of higher inflation. As well, persistent deficits may lead 
businesses and households to expect that taxes will have to be raised and/or 
expenditures cut dramatically at some time in the future to avoid a real crisis. : 
Such expectations create uncertainty about the economic environment. In both 
cases, concerns about how the deficit will be financed can have adverse effects on 
business and consumer confidence and, hence, on economic performance. 


In addition to these effects on the economy, growth in the debt-to-GNP ratio 
carries implications for the operation of fiscal policy. A large stock of public debt 
inhibits the capacity of the government to pursue appropriate economic policies 
during periods of weak economic growth. As well, increased debt service costs 
reduce the resources available for expenditures on programs that can help enhance 
the quality of life for Canadians. 


The Budget Strategy in the Medium Term 


In implementing the medium-term fiscal strategy of deficit reduction and debt 
control, priority has been given to reducing government expenditures through 
more effective government programs and policies, and more effective government 
management. As well, a more efficient tax system is being put in place which over 
the medium term will generate increased revenues. The measures introduced in 
this budget, together with all the others taken since November 1984, represent 
substantial action towards both reducing the deficit and controlling the national 
debt, thereby setting the stage for sustained long-term growth of the economy. 


The direct cumulative impact on the deficit and net debt in 1990-91 of the fiscal 
measures implemented since November 1984, including those introduced in this 
budget, is shown in Table 5.1. On the basis of mid-range economic assumptions, 
the direct impact of the government’s fiscal actions is to reduce the projected 
deficit by about $27 billion, or 4.2 per cent of GNP. Over the six years to 1990-91, 
the total reduction in the debt amounts to almost $98 billion or over 15 per cent of 
annual GNP: in other words the projected debt-to-GNP ratio is reduced by more 
than 15 percentage points from what it would otherwise have been. Moreover, 

70 per cent of the reduction in the debt has been accomplished on the expenditure 
side of the budget. Cumulative public debt charges have been reduced almost 

$19 billion. 


Under reasonable economic assumptions, the actions taken to date stabilize the 
debt-to-GNP ratio by the end of the decade. The objective of turning the ratio by 
the end of the decade is now in sight. As well, the projected path for the debt-to- 
GNP ratio to 1990-91 is estimated to be significantly below that projected in last 
year’s budget. Financial requirements, a broader measure of the government’s 
borrowing demands on capital markets, are projected to be even lower than the 
deficit. However, the final outcome is conditional on both domestic and 
international economic developments. These and other issues are addressed in the 
following sections. 


Alternative Outcomes for the Government’s Fiscal Position 


The federal fiscal position is highly sensitive to economic events. Moreover, the 
more distant the projections, the more uncertain they must be. The fiscal 
projections can change to the extent that the underlying economic projections turn 
out to be inaccurate. 


One method of gauging the sensitivity of budget aggregates to changes in 
individual economic variables is the use of “rules of thumb”. Such rules indicate 
roughly what the impact on the fiscal position would be of a given change in the 
economic assumptions. The estimates are, of course, only approximations since 
they abstract from the large number of possible changes to economic variables 
that would characterize a change in economic assumptions. They should not be 
treated as alternative forecasts of the fiscal position. 
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Table 5.1 


The Deficit Reduction Measures and Their Impact on the 
Debt-to-GNP Ratio in 1990-91 


Billions Percentage 
of dollars of GNP 
Deficit reduction measures 
November 1984 statement Sa 0.6 
May 1985 budget* 10.9 IY 
February 1986 budget 5.4 0.8 
Reduction in public debt charges 6.7 ea 
Total 2c) 4.2 
Of which: 

Expenditures 18.7 D9 

Revenues 8.0 3 
Reduction in net public debt 
November 1984 statement 20.0 3 
May 1985 budget* 39.1 6.1 
February 1986 budget 197 Bal 
Reduction in public debt charges 18.7 BS, 
Total 97.5 less 

Of which: 
Expenditures 68.6 Oe? 
Revenues 28.9 4.5 


* Adjusted to reflect the June 27, 1985 announcement. 


Note: Figures may not add due to rounding. 


Using the mid-range economic assumptions as a “control case’, rule-of-thumb 
estimates are calculated for a sustained |-per-cent per annum increase in real 
growth (spread evenly over all major components of GNP) and for a 100-basis- 
point decrease in interest rates. Under the former assumption, the deficit would 
show a substantial improvement as revenues increase and expenditures decrease. 
After the fourth year, the improvement in the deficit would be close to $8 billion 
and the reduction in net debt $18 billion, compared to the control case. Similarly, 
a 100-basis-point reduction in interest rates could lower the deficit by about 

$3 billion after the fourth year. Net debt during the four-year period could be 
reduced $8 billion. These rule-of-thumb estimates illustrate two important points. 
First, improved economic events can have a significant favourable effect on the 
deficit. Yet second, improved economic events alone would not have solved the 
deficit problem. The combination of all fiscal measures since November 1984 was 
required to bring the deficit and debt under control. 


Rules of thumb are useful in approximating the impact on budget projections of 
changes in individual economic variables taken in isolation. However, the use of 
alternative but consistent forecasts is another way to illustrate the sensitivity of 
the budget projections to the economic assumptions. 


Three medium-term economic projections are presented in the economic outlook 
document. They differ on the basis of alternative assumptions with regard to 
international policy developments and the way in which budgetary and current 
account imbalances in the world economy are resolved. These alternative outlooks 
are intended to represent a range of possible outcomes over the medium term and 
can be characterized as: 


(1) a favourable international economic environment, in which large budget 
deficits and current account deficits in the United States are effectively 
eliminated, real interest rates decline to historical average levels, and 
above-average or above-trend growth of about 3 1/2 per cent per year is 
achieved; 


(2) a mid-range international economic environment, in which U.S. budget 
and current account deficits improve somewhat, real interest rates 
decline but remain high compared to historical experience, and trend 
growth of approximately 2 3/4 per cent per year is attained; and, 


(3) an unfavourable international economic environment, in which deficit 
reduction efforts in the United States meet with no success, real interest 
rates stay very high in relation to historical experience, and below-trend 
growth of about 2 1/4 per cent is achieved. 


The medium-term sensitivity of the fiscal position to the economic assumptions is 
presented in Table 5.2. As can be seen, program expenditures are estimated to 
decline steadily relative to GNP in all three cases, reversing the upward trend 
exhibited during the first half of the 1980s. Program expenditures fall from their 
most recent historical peak of 20.6 per cent of GNP in 1984-85 to 15.8 per cent in 
the mid-range case, the lowest ratio to GNP since 1969-70. Program expenditures 
decline to 15.1 per cent of GNP in the favourable case and 16.4 per cent in the 
unfavourable case. 


Budgetary revenues in each scenario exhibit a small upward trend relative to 
GNP. In 1990-91, budgetary revenues as a percentage of GNP are approximately 
one percentage point higher in all three cases compared to 1984-85. Although 
budgetary revenues as a percentage of GNP are expected to rise somewhat over 
the medium term, they nonetheless remain below the peak level of 19.7 per cent of 


GNP recorded in 1974-75. 


The budgetary deficit in 1990-91 is projected to be $12 billion, or 1.8 per cent of 
GNP for the favourable case, and $22 billion, or 3.5 per cent of GNP, in the mid- 
range case. At 3.5 per cent of GNP the deficit is the lowest since 1976-77. In the 
low-growth case, the budgetary deficit is little changed from its 1984-85 level, 
reaching $36 billion or 5.8 per cent of GNP in 1990-91. 
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Table 5.2 


Budgetary Transactions as a Percentage of GNP: 
Three Economic Scenarios 


1990-91 
Favourable Mid-range Unfavourable 
1984-85 case case case 
(per cent) 

Program expenditures 20.6 iS bS:8 16.4 

Public debt charges 533 4.5 389 6.5 

Total expenditures Ueke) 19.6 21.4 229 

Revenues 16.8 17.8 179 17.8 

Budgetary deficit 9.1 1.8 3.5 5.8 
Financial requirements 

(excluding foreign 

exchange) Tal Ow SY aah 

Net public debt 47.3 49.7 56.2 63.4 

National accounts deficit fea 0.0 23 SB) 

(billions of dollars) 

Net interest payments 18 26 31 36 

Budgetary deficit 38 ies pps 36 

Financial requirements 30 2 1] 23 

Net debt 199 333 360 396 

National accounts deficit 32 0 ts 24 

GNP 42] 670 641 625 


Note: Figures may not add due to rounding. 


These possible outcomes for the government’s budgetary position reflect the highly 
integrated dynamics associated with a large stock of public debt and high real 
interest rates. In a situation where real interest rates continuously exceed real 
economic growth the fiscal situation is potentially explosive. In such circumstances 
debt and interest payments as proportions of GNP rise without limit. The only - 
recourse for the government is to take corrective action to reduce program 
expenditures and/or increase revenues. Moreover, the size of the corrective fiscal 
policy action needed is related directly to both the size of the debt-to-GNP ratio 
and the differential between real interest rates and real GNP growth. Both the 
debt and the differential between interest rates and growth generate increased 
interest payments. To prevent the debt and interest payments from rising 
explosively, the primary budget balance, that is to say the budgetary deficit less 
net interest payments, has to be in surplus. Achieving this surplus is the 

essential prerequisite for first stabilizing and then reversing the trend in the 
debt-to-GNP ratio. 


In the favourable case, as real interest rates fall over time to average historical 
levels, public debt charges decline as a percentage of GNP. In the mid-range 
growth case, interest rates are assumed to continue to exceed economic growth, 
and real interest rates are high compared to historical averages. The substantial 
action taken by the government to reduce the deficit — as evidenced by the sharp 
decline in program expenditures relative to GNP and by the contribution from 
increased revenues — does result in a sharp decline in the deficit, yet public debt 
charges at 5.5 per cent of GNP in 1990-91 are little changed from their 1984-85 
ratio. In the favourable case, public debt charges fall sharply as a ratio to GNP, 
reaching 4.5 per cent of GNP in 1990-91. In the unfavourable case, with real 
interest rates little changed from present levels, debt charges continue to rise, 
reaching 6.5 per cent of GNP in 1990-91. 


On the basis of these estimates, Chart 5.1 depicts the evolution of the 
debt-to-GNP ratio from 1985-86 to 1990-91 consistent with each economic 
scenario. Understandably, the paths for the debt-to-GNP ratio mirror those for 
debt charges. In the favourable case, which assumes declining real interest rates 
and above-trend growth, the debt-to-GNP ratio begins to decline by 1988-89. In 
the mid-range case, the debt-to-GNP ratio virtually stabilizes by the end of the 
decade. In this case, the primary surplus generated by the government’s initiatives 
is large enough to offset the effect of rising debt charges. The primary surplus is in 
effect paying down the ongoing interest charges required to service the large stock 
of debt. Only in the low-growth case does the debt-to-GNP ratio continue to rise 
as real interest rates exceed economic growth by a wide margin and public debt 
charges grow rapidly. In summary, the action taken by the government is 
consistent with stabilizing the debt-to-GNP ratio, and interest charges as a 
proportion of GNP, over a reasonable range of possible economic outcomes. 


Financial requirements, which include non-budgetary transactions, provide a 
broader measure of the government's financial position than does the budgetary 
deficit. Moreover, they give a better indication of the borrowing demands the 
government places on financial markets. Since 1975-76, non-budgetary 
transactions have provided a net source of funds to the government and are 
projected to continue to do so through the medium term. As a result, financial 
requirements for each scenario are estimated to be, on average, about | 3/4 
percentage points lower as a proportion of GNP than the budgetary deficit in 
1990-91. Financial requirements in the mid-range case are projected to be 

$11 billion, well below the 1984-85 level of $30 billion. As a percentage of GNP, 
financial requirements in both the favourable and mid-range case show a 
significant reduction from the 1984-85 level of 7.1 per cent. By 1990-91 financial 
requirements in both cases are projected to be below levels of the 1970s when they 
averaged 2 1/2 per cent of GNP. In the favourable case, financial requirements 
decline to zero and would be in surplus in the early 1990s. However, financial 
requirements in the low-growth case are projected to be about $23 billion or 

3.7 per cent of GNP in 1990-91. 


Table 5.2 also shows the impact of the alternative economic scenarios on the 
national accounts balance. This measure differs from the first two, which are 


based on the public accounts framework, in that purely financial transactions are 
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excluded and more use is made of accrual accounting in the national accounts 
than in the public accounts. As with other measures of the deficit, the national 
accounts deficit is projected to decline steadily over the medium term. Compared 
to the postwar historical peak of 7.7 per cent of GNP in 1984-85, the national 
accounts deficit in 1990-91 is estimated to be eliminated in the favourable case, 
2.3 per cent in the mid-range case and 3.9 per cent in the unfavourable case. 


The deficit can be broken down into its cyclical and structural components. The 
cyclically-adjusted or structural budget balance represents the budget balance that 
would prevail under existing revenue and expenditure structures if the economy 
were Operating at a “normal” or average level of economic activity. As such, the 
cyclically-adjusted budget balance attempts to remove the effects of cyclical 
influences on the deficit. This facilitates an analysis of changes in the 
government’s fiscal stance. On the basis of the mid-range forecast, Chart 5.2 
shows the actual and structural budget balances from 1975 through to the end of 
the decade, on a national accounts, calendar year basis. Expressed as a percentage 
of GNP the structural deficit is estimated to decline sharply by end of decade. In 
1990, the structural deficit is estimated to be 1.5 per cent of GNP compared to its 
postwar historical high of 4.7 per cent in 1985. This decline in the structural 
deficit clearly shows the discretionary action taken by the government to reduce 
the deficit. 
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Finally, Chart 5.3 portrays the national accounts deficit on the basis of its net 
interest payments and primary components for the mid-range case, from 1975 to 
1990. Over the historical period it is apparent that at times the primary deficit was 
an important component of the total deficit while net interest payments rose, as a 
percentage of GNP, almost unabated from 1975 to 1984. Over the forecast 
horizon, the primary deficit is projected to decline and by 1988 swing to surplus. 
In the latter part of the decade, this growing primary surplus is sufficient to 
stabilize net interest payments as a percentage of GNP and make the goal of 
stabilizing the debt-to-GNP ratio a reality. 
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Annex 1 


Accounting Changes 


In the Economic and Fiscal Statement presented in November 1984, several 
accounting changes were introduced in response to certain reservations expressed 
by the Auditor General. It was noted at that time that the government had 
decided not to proceed with accounting changes related to other recommendations 
of the Auditor General but that further consultations and study would occur. 

The accounting changes being introduced in this budget are a result of this 
ongoing process. 


In reviewing the financial statements for fiscal year 1984-85 the Auditor General 
did acknowledge the progress made to date in revising the accounting policies 
governing the accounts of Canada. However, he also reiterated his reservations of 
earlier years relating to: 


¢ The traditional practice of not consolidating the transactions of the Exchange 
Fund Account, the Unemployment Insurance Account and other similar 
accounts with the accounts of Canada: The Auditor General has also 
observed that the financial transactions of Crown corporations are not 
consolidated with the accounts of Canada. 


e The reporting of loans to developing countries in the accounts of Canada at 
face value: The Auditor General favours writing down the reported 
value of these loans because of the preferential terms at which such loans 
are extended. 


e The reporting of certain potential liabilities at a value other than on an 
actuarial basis of accounting: In this regard the concerns of the Auditor 
General relate to the actuarial deficiency of the indexed portion of the 
government’s employee pension accounts and the actuarial liability of the 


Mortgage Insurance Fund. 


The government has consulted during the past year with the Auditor General and 
other interested parties on these issues. As a result of these consultations, the 
government has decided to implement the consolidation of the Exchange Fund 
Account, the Unemployment Insurance Account, the Western Grain Stabilization 
Account and other similar accounts. The government has also decided to treat 
loans to developing countries as budgetary rather than non-budgetary 
expenditures, to better reflect the concessionary aspects of these loans. 


The consolidation of the Unemployment Insurance Account and the Western 
Grain Stabilization Account for purposes of financial reporting in no way alters 
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the operations of these programs. The government will continue to report the 
financial position of these two programs, as well as other similar accounts, in the 
Public Accounts both on a consolidated and on an individual fund basis. 


In the case of the unemployment insurance program, the legal requirement to 
establish a separate account reflects the fact that the cost of operating the 
program is primarily financed by employer and employee contributions. The 
government’s contribution is limited to its normal contributions as an employer 
and special payments to cover the cost of extended, regional, and fishing benefits. 
It was recognized from inception that the account would not necessarily be in 
balance on an annual basis. For stabilization reasons, the account tends to move 
towards deficit when the economy is weak while moving towards surplus when the 
economy is strong. Because of high levels of unemployment in the recent past, the 
account has been in a deficit position, amounting to over $5 billion as of 

March 31, 1985. The intent is that this deficit will be eliminated during the 
balance of this decade. 


The western grain stabilization program was designed to build up reserves through 
a combination of producer levies, government contributions and investment 
income. The balance in the account is available to assist producers in periods 
where the proceeds from the sale of grain are below average. The government 
remains fully committed to this program. 


With regard to the consolidation of the accounts of certain Crown corporations, 
the Auditor General has recognized that further study is required to determine the 
extent and means of consolidating the separate financial statements of Crown 
corporations with those of the government. The Canadian Institute of Chartered 
Accountants (CICA) has recently embarked on a project to recommend standards 
for determining which entities should be consolidated in the government’s 
financial statements, and which methods of accounting should be followed for 
those corporations not consolidated. The government will be undertaking a similar 
study of its Crown corporations and will be consulting with the Auditor General 
and the CICA. As an interim measure, the government has included in the 
1984-85 Public Accounts a note to the financial statements which sets out the 
impact that a full consolidation would have on the reported assets, liabilities, 
revenues and expenditures of the Government of Canada. 


With respect to the actuarial deficiency of the indexed portion of the government’s 
employee pension accounts, the information has been fully disclosed in the Public 
Accounts by way of notes to the financial statements. As noted in the Public 
Accounts, the actuarial deficiency can be influenced in large measure by both the 
economic assumptions used in the actuarial calculation and the methodology used 
in applying these assumptions. The deficiencies calculated based on different 
recognized methodologies and several alternative sets of assumptions would result 
in substantially different amounts. 


In addition to the previously noted accounting changes being introduced in this 
budget, two further technical changes are also being introduced. These concern 
the accounting for the Oil Export Charge and for internal governmental 
transactions. 


With respect to the Oil Export Charge, the previous accounting treatment netted 
from revenues that portion of the Oil Export Charge which was remitted to 
producing provinces. The Auditor General has observed that, consistent with the 
government’s stated accounting policies, the gross proceeds from the levy should 
be reported as budgetary revenue while the payments to the producing provinces 
should be reported as budgetary expenditures. The accounts have now been 
adjusted to reflect these changes. 


The traditional practice of including inter-departmental transactions as budgetary 
revenues, as opposed to netting the amounts against budgetary expenditures, has 
also been changed. The accounts have now been adjusted to reflect inter- 
departmental transactions on a net rather than gross basis of accounting. 


The accounting changes introduced with this budget have the effect of altering the 
traditional split between transactions classified as budgetary, and transactions 
classified as non-budgetary, thus impacting on the reported budgetary surplus or 
deficit. However, since the accounting changes are internal to the accounts of 
Canada, they do not affect financial requirements. To put the changes in 
perspective Table A.1.1 adjusts the accounts for the period from 1980-81 to 
1984-85. The table also converts the fiscal projections for 1985-86 and 1986-87, 
as contained in the May 1985 budget, to the new accounting base. This conversion 
will facilitate comparing the May 1985 budget projections with those contained in 
this budget. In the interest of full disclosure the fiscal projections contained in this 
budget are presented in Table A.1.2 on both the old and the new basis of 
accounting. The major contributing factor impacting on the reported deficit in 
both the historical and the projected period relates to the movement in the 
Unemployment Insurance Account. 
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Table A.1.1 


Impact of Accounting Changes on the Historical Accounts and on the 
May 1985 Budget Projections” 


Budgetary transactions 


Budgetary revenues — excl. 

accounting changes 

Unemployment Insurance 
Account 

Western Grain Stabilization 
Account 

Exchange Fund Account 

Oil Export Charge 

Inter-departmental transactions 


Budgetary revenues — incl. 
accounting changes 


Budgetary expenditures — excl. 

accounting changes 

Unemployment Insurance 
Account 

Western Grain Stabilization 
Account 

Loans to developing countries 

Oil Export Charge 

Inter-departmental transactions 


Budgetary expenditures — incl. 
accounting changes 


Budgetary deficit 
— excl. accounting changes 
— incl. accounting changes 


Difference 


Non-budgetary transactions 


Total source of funds excl. 
accounting changes 
Loans to developing countries 
Unemployment Insurance 
Account 
Western Grain Stabilization 
Account 
Total source of funds incl. 
accounting changes 


Financial requirements (excl. 
foreign exchange) 


Excluding accounting changes 
Including accounting changes 
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1980-81 


45,398 
3,303 
60 

230 


0 
— 228 


48,763 


— 58,416 
— 3,985 
135 
ata 


0 
228 


— 62,212 


— 13,018 
— 13,449 


— 431 


Fis) 
174 


682 
—195 


3,412 


— 10,267 
— 10,037 


1981-82 


54,854 
4,747 
47 
259) 


445 
— 182 


59,859 


— 69,449 
— 4,762 


145 
— 262 
— 445 

182 


— 74,591 


— 14,595 


— 14,732 
— 137 


—9,184 
— 9,236 


Actual 


1982-83 


1983-84 


(millions of dollars) 


56,012 
4,890 
56 
—377 


234 
— 133 


60,682 


— 80,001 
— 8,179 
176 

— 266 


— 234 
133 


— 88,371 


— 23,989 
— 27,689 


— 3,700 


573 
266 


3,289 
— 232 


3,896 


— 23,416 
— 23,793 


SV Usil 
7,142 
59 

— 246 


132 
— 159 


64,059 


— 88,915 
— 7,601 
189 

— 182 


—132 
159 


— 96,482 


— 31,784 
— 32,423 


— 639 


6,831 
182 


459 
— 248 


7,224 


— 24,953 
— 25,199 


Forecast 

1984-85 1985-86 1986-87 
64,137 71,245 UMS 
6,812 8,548 9,012 
51 56 38 
— 190 = 2 — 268 
269 90 0 
iO = I\5) =—D() 
70,869 79,422 85,777 
— 101,054 E1OSiOlS* 1092935 
SS = fs — 8,254 
=jl2 — 461 E85 
— 201 —192 —229 
— 269 —90 0 
210 215 220 
— 109,115 —113,468 —118,283 
— 36,917 3310) 320720 
— 38,246 — 34,046 —32,506 
= jl spe = VDIKS 214 
7,306 5,710 7,980 
201 192 229 
976 — 623 =o 
— 38 405 47 
8,445 5,684 7,498 
— 29,611 —28,060 —24,740 
— 29,801 — 28,362 —25,008 


Table A.1.1—Continued 


Impact of Accounting Changes on the Historical Accounts and on the 


May 1985 Budget Projections” 


We a eed ee ee ee 


1980-81 1981-82 


Foreign exchange transactions 


Total source of funds excl. 


accounting changes 1,307 506 

Exchange Fund Account — 230 52 
Total source of funds incl. 

accounting changes NOT 558 


Financial requirements 


Excluding accounting changes — 8,960 — 8,678 
Including accounting changes — 8,960 — 8,678 
Difference 0 0 


Actual 


1982-83 


1983-84 


————————— 


1984-85 


(millions of dollars) 


—1,017 
377 


— 640 


— 24,433 
— 24,433 


0 


168 
246 


414 


— 24,785 
— 24,785 


0 


2233 
190 


2,423 


— 27,378 
— 27,378 


0 


Forecast 
1985-86 1986-87 

0 0 
302 268 
302 268 
—28,060 —24,740 
—28,060 —24,740 
0 0 


ne eames enetinaepeiens 18 eit Se 


(1) Adjusted to reflect the June 27, 1985 announcement. 


Note: Positive signs indicate sources of funds (receipts) while negative signs indicate uses of funds (outlays). 
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Table A.1.2 


Impact of Accounting Changes on the February 1986 Budget Projections 


Budgetary transactions 


Budgetary revenues — excl. accounting changes 
Unemployment Insurance Account 
Western Grain Stabilization Account 
Exchange Fund Account 
Oil Export Charge 
Inter-departmental transactions 


Budgetary revenues — incl. accounting changes 


Budgetary expenditures — excl. accounting 
changes 
Unemployment Insurance Account 
Western Grain Stabilization Account 
Loans to developing countries 
Oil Export Charge 
Inter-departmental transactions 


Budgetary expenditures — incl. accounting changes 


Budgetary deficit 
— excl. accounting changes 
— incl. accounting changes 


Difference 


Non-budgetary transactions 


Total source of funds excl. accounting changes 
Loans to developing countries 
Unemployment Insurance Account 
Western Grain Stabilization Account 

Total source of funds incl. accounting changes 


Financial requirements (excl. foreign exchange) 
Excluding accounting changes 
Including accounting changes 

Foreign exchange transactions 


Total source of funds excl. accounting changes 
Exchange Fund Account 
Total source of funds incl. accounting changes 


Financial requirements 


Excluding accounting changes 
Including accounting changes 


Difference 


Note: Positive signs indicate sources of funds (receipts) while negative signs indicate uses of funds (outlays). 
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Actual 


1984-85 


64,137 
6,812 
51 
— 190 
269 
—210 


70,869 


— 101,054 
— 7,788 
—13 

— 201 

— 269 
210 


— 109,115 


— 36,917 
— 38,246 


— 1,329 


7,306 
201 
976 

— 38 

8,445 


— 29,611 
— 29,801 


2,233 
190 
2,423 


— 27,378 
— 27,378 


0 


Forecast 
1985-86 1986-87 


(millions of dollars) 


70,110 78,735 
8,402 8,522 

56 38 

— 495 200 
142 0 
015 —220 
78,000 87,275 
~ 103,944 — 108,571 
~ 7,685 ~7,794 
— 461 — 435 
258 ~ 160 
ihe? 0 
215 220 
12.250 ~ 116,740 
— 33,834 — 29,836 
— 34,250 — 29,465 
~ 416 371 
5,511 7,080 
233 160 

— 568 = 799 
256 398 
5,432 6,909 
28 303 — 22,756 
— 28,818 — 22,556 
0 0 

495 — 200 

495 — 200 
S803 — 22,756 
— 28,323 — 22,756 
0 0 


1987-88 


84,155 
9,839 

40 

216 

0 

— 225 


94,025 


— 112,045 
— 7,944 
36 

— 237 

0 

225 


— 119,965 


— 27,890 
— 25,940 


1,950 


9,992 
237 
—1,917 
— 54 
8,258 


— 17,898 
— 17,682 


Annex 2 


Government Sector Budget Positions and Net Debt 


This annex summarizes fiscal developments in the federal government, the 
provincial and local governments sector including hospitals (PLH), and the 
Canada and Quebec Pension Plans (C/QPP). It is based on Statistics Canada 
records and Department of Finance forecasts, on the System of National Accounts 
basis which facilitates inter-sectoral aggregations and comparisons. The fiscal 
projections are consistent with the economic forecast outlined in the budget 
document: Towards a Sustained Expansion: Canada’s Economic Prospects, 
1986-1991. Annex 4 provides further details on the federal national accounts 
projections. Background time series are available in the fiscal reference tables. 


Total Government 


A significant reduction 1s projected in the level of total government sector deficits 
from 1985 onwards. The overall improvement reflects better-than-expected 
economic growth and converging federal and provincial fiscal policy in two areas. 
First, the federal fiscal strategy put in place between November 1984 and 
February 1986 will bring its debt growth back in line with that of GNP around the 
end of the decade. This federal restraint joins fiscal restraint by the PLH sector of 
longer standing. Overall PLH sector deficits remain much more moderate than 
those of the federal government, though some below-average-income provinces 
have proportionately higher deficits than more economically advantaged regions. 
Second, provisional agreement was recently reached to increase C/QPP 
contribution rates over a 25-year period from 1987 onwards, accompanied by a 
more modest enhancement of benefits. These developments will help to ensure a 
more modest growth in public net debt (that is to say, financial liabilities less 
financial assets). 


Similar to the federal budgetary position, the total government sector was last in 
surplus in the relatively full-employment era of 1974 and earlier. Moderate 
deficits materialized for cyclical and structural reasons in the 1975-1981 period, 
largely at the federal level. There were important discretionary cuts in federal 
revenues. The 1974-1975 burst of double-digit inflation was followed by program 
expenditure restraint, but higher real interest rates. The price boom in energy and 
other primary commodities which persisted until the early 1980s especially 
benefited western PLH revenues, causing temporary surpluses there and hence in 
the overall PLH sector. The early 1980s were characterized by renewed double- 
digit inflation, still higher real interest rates and the onset of world-wide recession. 
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The impact of these developments on revenues and expenditures helped to cause a 
very serious increase in deficits and net debt, especially at the federal level. In the 
gradual economic upswing from 1983 onwards, PLH discretionary revenue 
increases and renewed expenditure restraint have been followed by federal 
restraint, especially from mid-decade onwards. 


Federal Government 


The large federal deficits of recent years, which started to decrease only this year, 
have resulted in a huge accumulation of debt. Without the steps taken by the 
federal government since November 1984, growth in the debt-to-GNP ratio would 
have been significantly higher and still accelerating. Current federal debt 
problems started in the mid-1970s when a combination of discretionary tax cuts 
and a slowdown in economic growth opened up a noticeable federal deficit. 
Expenditure stabilization in 1976 came a year after the revenue downturn and 
remained in effect until a resumption of double-digit inflation, higher interest 
rates and the 1982 recession (Chart A.2.1). From the late 1970s onwards, federal 
revenue-to-GNP ratios reflected tax cuts as well as the vacating of personal 
income tax room by the federal government for occupancy by provincial 
governments under the federal-provincial fiscal arrangements revision of 1977. 
Revenues continued to decline relative to GNP until the brief surge in new energy 
taxes at the turn of the decade. The much more serious widening of the federal 
deficit in the first half of the 1980s chiefly reflected four factors: historically high 
interest rates which interacted with the increased level of debt built up since 1975; 
the 1981-1982 recession; a downward shift in the ratio of personal income tax to 
personal income; and the persistence of growth in the federal spending-to-GNP 
ratio during the 1983 and 1984 economic upswing. The federal deficit widened 
markedly from 1975 to 1984 and caused a sixfold increase in the federal 
net-debt-to-GNP ratio (Chart A.2.3). 


This challenge to sustainable economic growth has been tackled with a large 
degree of success by the federal fiscal strategy put in place since November 1984. 
The federal deficit has been reduced significantly and this has contributed to 
slower growth in the ratio of federal net debt to GNP. The deficit will be cut by 
50 per cent relative to GNP by the early 1990s and the net-debt-to-GNP ratio 
will be capped at a level about one-third of its previous peak reached at the end of 
the war. Net new debt is being reduced annually from 1985 to 1991, from what it 
would otherwise have been, by annual amounts which run from $5 billion (about 

1 per cent of GNP) to $27 billion (about 4 per cent of GNP). About two-thirds of 
this reduction is due to expenditure cuts and one-third is due to discretionary 
revenue increases. 


Provincial and Local Governments, Including Hospitals 


Overall PLH net-debt-to-GNP ratios usually fluctuate around the 5 to 10 per cent 
range, reflecting budgetary positions which have traditionally alternated between 
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Comparison of the Federal and 
Provincial-Local Government Budgetary Positions 


Chart A.2.1 
Expenditures 


(as a percentage of GNP) 


Historical 


LOTS 1979 1983 


Chart A.2.3 
Direct Budgetary Positions 


(as a percentage of GNP) 


ate Deficit 


—5 Federal 


Historical 


1975 1979 1983 


1987 


Forecast 


1987 


Chart A.2.2 
Revenues 


(as a percentage of GNP) 
28 ; 


26 


24 


22 


20 f Federal 


18 


16 
1975 1979 1983 


Chart A.2.4 
Net Direct Debt 


(as a percentage of GNP) 
40 


318) 


30 


Federal 


1975 1979 1983 


Forecast 


1987 


Historical | Forecast 


1987 


Source: Statistics Canada, National Income and Expenditure Accounts, Cat. No. 13-001; 


and Department of Finance. 


81 


moderate deficit and moderate surplus. Most below-average-income provinces 
have tended to run deficits above the PLH average, while the opposite tendency 
has characterized most above-average-income provinces. 


During the 1975-1981 period there was a moderate shrinking of overall PLH net 
debt relative to GNP to the low end of the traditional range. Western provincial 
surpluses were associated with the 1970s price boom in energy and other primary 
commodities. At this time most provinces were attempting to reduce deficits 
resulting from the 1975 recession, through discretionary revenue increases and 
spending constraints. As a share of GNP, PLH cash and tax transfer receipts from 
the federal government increased until 1978 and then levelled out. Following the 
first burst of double-digit inflation, PLH wage rates and staffing growth came 
under tighter control. 


The high inflation, high real interest rates and world-wide recession of the early 
1980s caused a step-up in PLH deficits, gross financial liabilities and net debt. 
The ensuing and persistent weakness in commodity prices caused western 
provincial surpluses to disappear. PLH financial assets levelled out and turned 
down slightly relative to GNP. PLH net-debt-to-GNP ratios edged back up from 
5 to 10 per cent. Just as strong growth in the earlier postwar era had been 
associated with provincial bond ratings being upgraded, so the recession has been 
associated with bond ratings being downgraded. Many provinces have become 
concerned that such bond downgradings might accumulate to a point where their 
current access to capital markets would be impeded. Accordingly throughout the 
subsequent economic upswing the PLH sector has maintained tight expenditure 
control. Its deficits are shrinking and its net-debt-to-GNP ratio is levelling out at 
about 10 per cent (Chart A.2.4). 


Canada and Quebec Pension Plans 


82 


The Canada Pension Plan and the Quebec Pension Plan (C/QPP) provide 
retirement, disability and survivor benefits. The plan is partially funded. Currently 
the funds generate a substantial but declining annual surplus. These surpluses 
have fostered financial intermediation in Quebec and caused some redistribution 
of PLH borrowing from the private sector. The $42 billion in the investment funds 
of the C/QPP, financed by earmarked employee and employer payroll taxes and 
interest revenues on the C/QPP surplus, account for about one-sixth of PLH 
combined direct and Crown enterprise debt. The cost of such funds to the PLH 
sector is slightly lower than that which would be obtained in other markets. 
However, the relative importance of C/QPP financing has been diminishing. It 
was provisionally agreed in December 1985 by the federal and the provincial 
finance ministers that improvements in C/QPP benefits from 1987 onwards would 
be accompanied by contribution rate increases, rising gradually from 3.6 to 7.6 per 
cent of indexed maximum insurable earnings over a 25-year period. Reflecting this 
decision, C/QPP revenues are forecast to increase relative to GNP. C/QPP 
benefits are also forecast to continue to increase relative to GNP, partly because 
of discretionary benefit increases, but principally reflecting expanding eligibility 
due to the aging of the population. The surplus of the C/QPP will continue to 
decline until the early 1990s before beginning to rise again. 


Annex 3 


International Comparisons of Deficits, 
Debt and Interest Payments 


Budget deficits have risen sharply in Canada since 1981. At the federal 
government level, the increase recorded in Canada from 1981 to 1983 was 
proportionally the largest among the seven major countries of the Organization for 
Economic Cooperation and Development (OECD) with the exception of Italy. 

A similar trend occurred at the total government level. Since 1984, however, 
budget deficits in Canada have decreased and are projected to come down sharply 
for the rest of the decade. 


In this annex an international comparison of deficits, debt, interest payments, 
expenditures and revenues is presented. Its purpose is to show how Canada’s 
deficit and debt compare to those of other countries. The first section deals with 
deficits, both at the central and total government levels, in the seven major OECD 
countries on a national accounts basis. The second section does the same for 
revenues and expenditures. The third compares in more detail Canada-United 
States deficits, debt and interest payments on a public accounts basis. Finally, the 
fourth section contains an international comparison of net debt and net debt 
interest payments at the total government level. Estimates and forecasts other 
than for Canada and the United States are generally taken from the December 
1985 Economic Outlook, published by the OECD. 


International Comparisons of Deficits in the 
Seven Major OECD Countries 


For international comparisons of deficits, attention should be focused at the total 
government level, since in the OECD member countries responsibilities are shared 
differently among different levels of government. Table A.3.1 presents an 
international comparison of deficits among the seven major OECD countries for 
the 1970 to 1986 period, ona national accounts basis, at the central and total 
government levels. Deficits are expressed as percentages of gross national product 
(GNP) or gross domestic product (GDP); 


Prior to 1982, Canada’s position at the total government level with respect to the 
other major OECD countries was quite favourable. Deficits for the 1975 to 1981 
period averaged 2.2 per cent of GNP in Canada, compared to 2.8 per cent for the 
weighted average of the seven major OECD countries. In 1981, Canada’s deficit 
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Table A.3.1 


International Comparisons of Government Budget Balances 
as Percentages of GDP and GNP, 1970 to 1986 


Weighted 
average”) 


Central government 


Average 

1970-1974 —0.8 
1975 —5.8 
1976 — 3.0 
1977 —2.9 
1978 —3.] 
1979 —2.4 
1980 —2.9 
1981 — 3.3 
Average 

1975-1981 —3.3 
1982 — 4.6 
1983 — 5.0 
1984 — 
1985 — 
1986 = 


Total government sector 


Average 

1970-1974 — 0.6 
1975 — 4.5 
1976 —2.9 
1977 —2.1 
1978 — 2.6 
1979 —2.4 
1980 —2.6 
1981 —2.6 
Average 

1975-1981 —2.8 
1982 — 4.0 
1983 —4.2 
1984 — 3.8 
1985” —3.8 
1986" — 3.5 


‘) Estimates for Canada and the United States are internally estimated by the Department of 
Finance. Other estimates are reported in the OECD, Economic Outlook, December 1985. 


Canada US.) U.K. France Germany Italy 
0.1 —1.2 —1.3 0.9 0.0 —3.8 
—2.3 —4.5 — 3.3 —1.9 — 3.0 —7.4 
—1.8 —3.1 —4.1 —0.1 —2.3 — 4.6 
—3.5 —2.4 —2.9 —0.7 —1.6 —4.9 
—4.6 —1.4 —3.7 —1.3 —1.6 —11.0 
—3.5 —0.7 —2.7 —0.8 —1.5 —9.1 
—3.5 —2.3 —3.1 —0.2 —1.7 —7.5 
—2.2 —2.2 —4.4 —1.2 —2.1 — 10.9 
—3.] —2.4 —3.5 —0.9 — 2.0 —7.9 
—5.3 —4.8 —2.7 —2.0 —2.1 —11.0 
S60 5 ee 233 6 ideo 0 
SO eras = = 22 = 
26.5, » edo ad = - = 
—4.8 —3.7 — — — — 
— 0.8 —0.6 —1.0 0.8 —0.1 — 6.0 
—2.4 —4.2 —4.7 —2.2 —5.7 —11.7 
—1.7 —2.1 —4.8 —0.5 — 3.5 —9.0 
—2.4 —0.9 — 3.3 — 0.8 —2.4 —8.0 
—3.1 0.0 —4.4 —1.9 —2.4 —9.7 
—1.8 0.6 —3.5 —0.7 —2.5 —9.5 
—2.7 —1.2 — 3.5 0.2 —2.9 —8.0 
—1.6 —0.9 — 2.8 —1.8 —3.7 —11.9 
—2.2 —1.2 — 3.9 —1.1 — 3.3 —9.7 
—5.0 —3.8 —2.3 —2.7 — 3.3 — 12.6 
—6.2 —4.1 —3.7 —3.] —2.5 —12.4 
— 6.3 —3.4 —3.8 —2.8 —1.9 —13.5 - 
— 6.0 —3.7 —3.4 — 3.3 —1.2 —13.4 
—4.7 —2.7 — 3.6 —3.2 —0.9 — 13.1 


°) GDP/GNP weights expressed in U.S. dollars. 


) All U.S. figures are on an unrevised national accounts basis. 


Source: OECD, National Accounts of OECD Countries, 1970-1983, Volume Il; OECD, OECD Economic 


Japan 


Outlook, December 1985; Statistics Canada, National Income and Expenditure Accounts, cat. 13-001; U.S. 
Department of Commerce, Survey of Current Business; and Department of Finance. 


was below the OECD average. Between 1982 and 1984, however, the rise in the 
deficit in Canada was substantial. Canada recorded the largest deficit among the 
major OECD countries, with the exception of Italy. The deficit in Canada is, 
however, expected to decrease substantially, from 6.3 per cent of GNP in 1984, to 
4.7 per cent of GNP in 1986. The decline in Canada’s total government deficit is 
the largest among the seven countries, along with that of Japan. This projected 
decline of 1.6 percentage points, from 1984 to 1986, compares to only a 

0.3 percentage point decline in the weighted average of the seven countries. 


At the central government level, prior to 1982, the deficit also compared 
favourably. In 1981, at 2.2 per cent of GNP, the deficit was below the OECD 
average and equal to that in the United States. However, by 1983, the deficit at 
the central government level had reached 6.2 per cent of GNP in Canada. The 
1981-1982 recession had a profound impact on the central government deficit in 
Canada, resulting in an increase of 4.0 percentage points of GNP from 1981 to 
1983 compared to an increase of 3.2 percentage points in the United States to 

5.4 per cent of GNP. Canada’s central deficit was also above the weighted-average 
deficit for the seven countries in 1983. In 1984, the federal deficit in Canada 
continued to rise, reaching 7.0 per cent of GNP, while it fell in the United States 
to 4.8 per cent of GNP. For 1985 and 1986 however, the federal deficit in Canada 
is projected to decline sharply, by 2.2 percentage points to 4.8 per cent of GNP in 
1986, compared to a decline of 1.1 percentage point to 3.7 per cent of GNP in the 
United States. 


International Comparisons of Government Revenues and Expenditures 


Even more than in the case for budget balances, the appropriate international 
comparison of government revenues and expenditures is at the total government 
level. Different responsibilities for government activities among countries limit the 
usefulness of revenue and expenditure comparisons at a more detailed level. 


Table A.3.2 and Charts A.3.1 and A.3.2 present central government revenues and 
expenditures, as ratios to GNP/GDP, from 1970 to 1986. It is interesting to note 
that central government revenues as a ratio to GNP declined in Canada between 
1975 and 1979, and by 1981 were still slightly below the ratio recorded in 1975. 
Compared to the other six major OECD countries, Canada was the only country 
to record a decline, albeit small, in the ratio of revenues to GNP from 1975 to 
1981. For Canada, the expenditure-to-GNP ratio tended to follow the same 
pattern as that for revenues, falling from 1975 to 1979, rising in 1980 and 1981, 
yet finishing little changed in 1981 from the ratio of 1975. For most other 
countries with the particular exception of the United States, expenditure-to-GNP 
ratios tended in general to rise from 1975 to 1981. 


From 1981 to 1984 — the period in which the federal deficit in Canada widened 
sharply — it is apparent that a decline in revenues and increase in expenditures . 
both contributed to the increase in the deficit in Canada. However, the increase in 
expenditures was by far the major contributing factor to the rise in the deficit. 

Of the 4.8-percentage-point increase in the federal deficit ratio over this period, 
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Table A.3.2 


International Comparisons of Central Government Revenues and Expenditures 
as Percentages of GDP or GNP, 1970 to 1986 


Revenues 


Average 
1970-1974 


TS) 
1976 
1977, 
1978 
1979 
1980 
1981 


Average 
1975-1981 


1982 
1983 
1984 
1985 
1986‘? 


Expenditures 


Average 
1970-1974 


1975 
1976 
LOT 
1978 
1979 
1980 
1981 


Average 
1975-1981 


1982 
1983 
1984 
Issa 
1986” 


‘) Estimates for Canada and the United States are internally estimated by the Department of 


Finance. 


°) GDP/GNP weights expressed in U.S. dollars. 


(3) 


Weighted 
average) 


Canada 


18.8 


195) 
18.4 
17.4 
16.5 
16.5 
17.0 
19.0 


Lal 


USe7 
18.1 
18.5 
18.7 
19.0 


18.6 


21,5 
20.2 
20.8 
I2,\ S| 
19:9 
20.5 
22 


20.7 


24.0 
24.2 
25 
Pasty 
23.9 


US.°) 


192 


18.4 
19.5 
197 
20:2 
20.8 
20.9 
pA esl 


20.2 


20.8 
20.1 
19.9 
20:3 
20.5 


20.4 


Pape) 
22.6 
247) 
21.6 
A Wiss) 
23:3 
2309 


22.4 


25.6 
25.) 
24.7 
Zoi 
24.2 


U.K. 


PAA 
30:2 


France 


216 
20.4 


Germany 


14.2 
1339 


Italy 


17.6 
[93 


Japan 


All U.S. figures are on an unrevised national accounts basis. To conform to Canadian national 


accounts conventions and to facilitate Canada-United States comparisons, the current surpluses 


of government enterprises and the interest received by the government have been added to 


government expenditures. In the U.S. national accounts, these items are netted out of subsidies 


and interest payments respectively. In addition, expenditures on the postal service have been 
excluded from the data for the United States. 


Source: OECD, National Accounts of OECD Countries, 1970-1983, Volume Il; OECD, OECD Economic 


Outlook, December 1985; Statistics Canada, National Income and Expenditure Accounts, cat. 13-001; U.S. 
Department of Commerce, Survey of Current Business; and Department of Finance. 
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Chart A.3.3 


Total Government 
Revenues 


5-Country average 


° 
ee 
eevee? 
° 
° 
° 
° 
a0 
oe? 
° 
° 


United States 


Cait 


oie 
~af 


1976 1981 1986 


Chart A.3.2 


Central Government 
Expenditures 
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rm aw Pax / . 
95 “._ United States 
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Chart A.3.4 
Total Government 
Expenditures 


5-Country average 


1976 1981 1986 


4.3 percentage points were accounted for by a rise in the expenditure-to-GNP 
ratio and only 0.5 percentage point by decreased revenues. From 1984 to 1986 
deficit reduction efforts have focused on the expenditure side of the budget. 
Indeed, of the 2.2-percentage-point decline in the federal deficit as a percentage of 
GNP from 1984 to 1986, 1.6 percentage points are accounted for by reduced 
expenditures. Between 1981 and 1983 the deficit positions of other countries 
deteriorated less than that of Canada. Not only did expenditures rise relatively 
less than in Canada but revenues also tended to rise for most countries, with the 


United States again being an exception. 
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VableAs33 


International Comparisons of Total Government Revenues and Expenditures 
as Percentages of GDP or GNP, 1970 to 1986 


Weighted 

Average”) Canada U.S.°) U.K. France Germany Italy Japan 
Revenues 
Average 
1970-1974 33.4 38.0 32.0 40.1 39.5 41.4 31.4 22.6 
1975 Bie Rs, 38.9 31.6 41.9 41.2 43.7 31-9 24.5 
1976 34.8 38.3 32.8 41.0 43.5 45.0 3335 24.1 
1977 34.7 38.7 33.0 40.5 43.4 45.7 34.8 25:2 
1978 34.7 38.5 33.1 39.1 43.3 45.2 36.6 24.9 
1979 Se) 38.5 33.6 40.0 44.8 45.0 36.2 26.8 
1980 37.4 39.1 33.9 41.5 46.6 45.3 38.3 29:3 
1981 37.6 41.4 34.7 43.6 47.4 45.5 39.8 29.6 
Average 
1975-1981 35.5 39.1 gas 41.1 44.3 45.1 3539 26.3 
1982 3765 42.5 34.3 41.7 48.3 46.2 42.5 30.7 
1983 37.0 41.8 33.9 40.9 48.9 45.9 45.3 Stat 
1984 37.4 42.6 331, 41.0 49.7 46.2 45.3 SES 
1985 37.6 42.5 34.3 40.0 49.1 46.2 45.8 3251 
1986") Sys 42.6 34.4 38.9 48.8 45.9 46.1 33.1 
Expenditures 
Average 
1970-1974 34.0 Lue: 32.6 41.1 38.7 41.5 37.4 218 
1975 38.2 41.3 a5 e1 46.7 43.5 49.3 43.5 2h. 
1976 37.6 40.0 34.9 46.0 44.0 48.5 42.5 21a 
1977 37.1 41.1 33.9 44.0 44.2 48.1 42.8 29.0 
1978 S/o? 41.7 33.1 43.5 45.2 47.6 46.3 30.4 
1979 37.4 40.2 33.0 43.3 45.5 47.5 45.7 31.5 
1980 39.9 41.8 Bork 45.3 46.4 48.2 46.3 33.9 
1981 40.3 43.0 35.6 48.1 49.1 49.1 Std 33:5 
Average 
1975-1981 38.2 41.3 34.5 45.3 45.4 48.3 45.6 30.5 
1982 41.5 47.5 38.1 44.0 a ie 49.4 Beh 34.3 
1983 41.3 47.9 38.0 44.6 52.0 48.3 Sal. 34.6 
1984 41.2 48.9 Biel 44.9 52:5 48.1 58.8 34.2 
1985 41.3 48.6 38.0 43.4 52.4 47.4 59.2 33.8 


1986" 40.7 47.4 37.1 42.4 52.0 46.9 32:2 34.2 


“) Estimates for Canada and the United States are internally estimated by the Department of 
Finance. Other estimates are reported in the OECD, Economic Outlook, December 1985. 


GDP/GNP weights expressed in U.S. dollars. 


‘) All U.S. figures are on an unrevised national accounts basis. To conform to Canadian national 
accounts conventions and to facilitate Canada-United States comparisons, the current surpluses 
of government enterprises and the interest received by the government have been added to 
government expenditures. In the U.S. national accounts, these items are netted out of subsidies 
and interest payments respectively. In addition, expenditures on the postal service have been 
excluded from the data for the United States. 


(2 


(4 


Prior to 1982, the series for the United Kingdom comes from the OECD national account 
Statistics. 


Source: OECD, National Accounts of OECD Countries, 1970-1983, Volume I]; OECD, OECD Economic 
Outlook, December 1985; Statistics Canada, National Income and Expenditure Accounts, cat. 13-001; U.S. 
Department of Commerce, Survey of Current Business; and Department of Finance. 


Table A.3.3 and Charts A.3.3 and A.3.4 present actual and forecast revenue and 
expenditure figures for the total government level to 1986. The large deterioration 
in Canada’s total government deficit relative to other countries from 1981 to 1984 
1s accounted for by the large increase in expenditures. Unlike the situation for the 
federal government, the total government sector revenue-to-GNP ratio rose from 


1981 to 1984, reflecting a rise in taxes in the provincial-local-hospital sector 
in Canada. 


Canada - United States Comparisons 


Historical Comparisons 


The importance of the U.S. economy to Canada, in particular our highly 
integrated financial markets, requires a particular focus on Canada-United States 
deficit comparisons. As with all international comparisons, the need to standardize 
accounting procedures across countries is important. In the case of Canada-United 
States comparisons, the most often used measures of deficits and debt are not the 
most appropriate. The Canadian budgetary deficit is often compared to the 
American unified budget deficit, and Canada’s net public debt is compared to the 
U.S. concept of debt held by the general public. However, the Canadian budgetary 
deficit and the American unified budget deficit are not strictly comparable due to 
the inclusion in the unified budget deficit of sources or requirements for funds 
arising from certain trust accounts. These accounts are not included in the 
definition of the budgetary deficit in Canada, but are included in specified purpose 
accounts and therefore in financial requirements. In addition, the unified budget 
deficit excludes the so-called “off-budget” outlays. In the United States, these off- 
budget outlays consist of payments from social security trust funds. In 1985, the 
United States repealed legislation that certain federal entities be off-budget and 
put them on-budget. Social security however was placed off-budget. Off-budget 
receipts and outlays are composed of two social security trust funds, federal old 
age and survivors insurance and disability insurance. Accordingly, the appropriate 
comparison is between the U.S. total deficit, which includes off-budget outlays, 
and Canadian financial requirements. Also, the relevant debt comparison is 
between unmatured debt held by outside parties in Canada and debt held by the 
general public in the United States. Unmatured debt differs from net public debt 
in that it excludes the liabilities under specified purpose accounts, such as the 
superannuation accounts. Both unmatured debt and debt held by the general 
public are indicative of governments’ borrowing requirements. 


Comparing Canada’s financial requirements with the U.S. total deficit, it is 
evident from Table A.3.4 that Canadian financial requirements as a percentage of 
GNP were higher in the 1975-1984 period than the corresponding U.S. ratio, 
except for 1975-76 and 1981-82. Financial requirements generally increased 
throughout the entire period. For 1985-86, however, they are expected to decline 
in Canada to $28.8 billion or 6.3 per cent of GNP, compared to a decline to 
$202.8 billion or 4.8 per cent of GNP in the United States. 
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Table A.3.4 also shows debt and interest payments for the two countries for the 
same period. Historically, the U.S. debt-to-GNP ratio has been generally higher 
than the corresponding Canadian ratio. In 1978-79, however, this trend was 
reversed, with the exception of 1981 and 1982, and the U.S. debt-to-GNP ratio is 
expected to remain below the Canadian debt-to-GNP ratio in 1985-86. By 
1985-86, the debt-to-GNP ratio in Canada is projected to reach 44.8 per cent 
compared to 40.9 per cent in the United States. 


With respect to interest payments, net public debt charges were higher in the 
United States from 1975-76 to 1980-81. By 1981-82, this was reversed and net 
public debt charges as a percentage of GNP were marginally higher in Canada 
than in the United States. For 1985-86, net interest payments are expected to 
reach 4.8 per cent of GNP in Canada, compared to 3.4 per cent of GNP in the 
United States. Finally, net interest payments as a percentage of revenues have 
generally been higher in Canada since 1977-78. In 1985-86, net public debt 
charges are expected to reach 29.4 per cent of revenues in Canada, compared to 
18.8 per cent of revenues in the United States. 


Projections 


Table A.3.5 presents Canada-United States deficit projections in billions of dollars 
as well as percentages of GNP. As can be seen from this table, financial 
requirements in Canada are expected to diminish substantially during the rest of 
the decade, falling from $29.8 billion or 7.1 per cent of GNP in 1984-85 to $10.8 
billion or 1.7 per cent of GNP in 1990-91. From 1984 to 1990, Canada is expected 
to record a 4.8-percentage-point decline in its financial requirements as a 
percentage of GNP, compared to a decline of 3.3 percentage points in the U.S. 
total deficit. 


With respect to the debt-to-GNP ratios, it is evident from Table A.3.5 and 

Chart A.3.5 that the outlook for the debt-to-GNP ratios in the two countries is not 
materially different. While the debt-to-GNP ratio is expected to remain above 
that in the United States over the medium-term horizon, both debt-to-GNP ratios 
are expected to peak in roughly the 1986-1987 period, and fall thereafter, with the 
Canadian ratio falling more rapidly than that in the United States. By 1989-90, as 
financial requirements are down sharply, the Canadian debt-to-GNP ratio — at 
45.8 per cent — is not greatly different from the U.S. ratio — at 40.2 per cent. 


International Comparisons of Debt and Interest Payments 


Table A.3.6 presents net debt outstanding and net debt interest payments as 
percentages of GNP/GDP at the total government level for the seven major 
OECD countries from 1975 to 1986. The figures are on a national accounts basis 
and net debt corresponds to net financial liabilities; that is to say, gross financial 
liabilities less financial assets. In this respect the net debt concept is the same as 
used in Annex 1 on intergovernmental comparisons of indebtedness in Canada. 
The basic data source is the OECD December 1985 Economic Outlook, for 
countries other than Canada, except for the net debt interest payments which are 


estimated by the Department of Finance. 
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Table A.3.5 
Canada—United States Deficit and Debt Projections 


1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 1990-91 


(billions of dollars with percentages of GNP in brackets) 


Canada 
Financial requirements 
—billions of dollars 29.8. 9628.8, = 22.6 811 HIT a > 10:8 
—percentage of GNP CS) —633))" (= 4.6) (3.4) C31 yy G23) (— 1a) 
United States 
Total deficit 
—billions of dollars =—212.3 202.8. —163,0 -—143,0. 1320, .=120:0 n.a. 
—percentage of GNP (ora) 48) (a3) ad Ol i252 a eae 
Canada 
Unmatured debt held by outside 
parties 
—billions of dollars L724. 203;5° ~ 22631 243:8 261.5 +275.6. 286.4 
—percentage of GNP (40.9) (44.8) (46.3) (46.5) (46.5) (45.8) (44.7) 


United States 


Debt held by general public 
—billions of dollars 15509. 9 174-07 1860.07 250020 92.1330 2257.0 n.a. 
—percentage of GNP (38:4) 1(40:9')" (4b), G6)! (41)" (40.2) na. 
a ee eee ae Pe Be ee ee ee oe i Be 


Note: In the United States, the fiscal year runs from October | to September 30; in Canada, it runs from April | 
to March 31. 


‘) Includes off-budget outlays. 
‘) In the forecast period the change in unmatured debt is approximated by financial requirements 
excluding foreign exchange transactions. 


n.a. Not available. 


Sources: Congressional Budget Office, Economic and Budget Outlook: An Update, August 1985; Budget of the 
United States Government Fiscal Year 1987; and Department of Finance. 


According to the table, Canada’s net debt outstanding was lower than in Japan, 
the United Kingdom, Italy and the United States from 1975 to 1983, but 
considerably higher than in France and Germany. Further, net debt in Canada 
was lower than the weighted average of the seven major OECD countries. From 
1984 to 1986, a considerable slowdown is expected in the rate of growth of the 
debt-to-GNP ratio in Canada, compared to rapid growth in the 1975-1983 period. 
On the other hand, the growth of the debt-to-GNP ratio in the United States is 
expected to be higher in the 1984-1986 period. Net debt in Canada is expected to 
reach 37.1 per cent of GNP in 1986, compared to 31.4 per cent in the United 
States. Since 1984, Canada’s relative level of net debt has not been substantially 
different from the weighted average for the seven countries. Only Germany and 
Japan are expected to record a slight decrease in their debt-to-GNP ratios in 1986. 


Chart A.3.5 
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of Finance. 


93 


Table A.3.6 


Total Government Net Debt Outstanding and Net Debt Interest Payments As Percentages 
of GDP or GNP, 1975 to 1986 


1975 1979 1980 1981 1982 1983 1984 1985©@ 1986© 


Net debt outstanding 


United States 25.0020) 20:4 > 19) 222.85 20.4 ee O.o PAYS) 31.4 
Japan 2st 1520) al fio) 2.025952 126s ue 27.6 Ped es) 
Germany LO 115. 3453) 174° 19S: 9218s 5223.0 23:3 23.2 
France Wale 9S 19 89 Ose 3.4 east 17:3 19:3 
United Kingdom 57.3 48.6 48.3 47.5 46.6 47.2 49.2 49.9 Shee 
Italy 59.9 65.5 60.0 66.2 70.8 84.1 91.2 99.2 107.4 
Canada FO. V4ane 14-9 sel 2002522 oO 34.8 37.1 
Total major seven OECD 21:2; 2V27822-6 23.4 25:97 28.5) 23058 32.9 34.7 
countries’? 


Net debt interest payments“) 


United States 12 : 14 ee eS ele DS Dall Rod) 
Japan =O; Al 4 ales Sil 2.4 BS 2.6 
Germany Oss OS OS «OE OY fh eS 1.3 IL.3" 
France OCR 0:9 kOe ea kal S 7,)\ 2, 2 
United Kingdom D1 20 33S) Sees) SS, 3.6 Bee 333) 
Italy 33a ORS 4614 ee) a mL OS 10.3 10.6 
Canada Ne We AN BL 3.6 4) 4.1 
Total major seven OECD Pel SE D2 g oe 2.9 3.0 3.0 
countries”) 


‘ General government net financial liabilities at the end of calendar year. For Canada, includes the C/QPP. 


GDP/GNP weights expressed in U.S. dollars. 


(2 


GB 


OECD estimates and forecasts, except for Canada. 


(4 


Net debt interest payments consist of gross debt interest less interest on government held public funds and 
interest on loans, investments and advances. Remittances from government business enterprises are not 
included in interest receipts due to lack of data availability for countries other than Canada and the United 
States. 


Sources: OECD, National Accounts of OECD Countries, 1970-1983, Volume Il; OECD, OECD Economic Outlook, December 
1985; Statistics Canada, National Income and Expenditure Accounts, cat. 13-001; U.S. Department of Commerce, Survey of 
Current Business; and Department of Finance. 


With respect to net interest payments, all countries recorded significant increases 
in net interest charges from 1975 to 1986, especially Italy, Japan and Canada. 
Canada’s net debt interest payments were 1.3 per cent of GNP in 1975, compared 
to 4.1 per cent projected for 1986. Canada’s net interest payments as a percentage 
of GNP are expected to remain above the seven countries’ weighted average in 
1985 and 1986. However, Canada is the only country for which net interest 
payments are expected to decline, albeit slightly, from 1985 to 1986. 
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Annex 4 


The Fiscal Projections on a National Accounts Basis 


On a national accounts basis the federal deficit decreased from $32.2 billion in 
1984-85 to an estimated $26.4 billion in the current fiscal year. The deficit is 
projected to continue to decline in each of the next two years, falling to $19.6 
billion by 1987-88. 


There are differences in accounting conventions between the public accounts and 
national accounts which can cause significant variations between the public 
accounts deficit presented in Chapter 4 and the national accounts deficit. For 
example, in the current fiscal year, the national accounts deficit is expected to be 
$7.9 billion lower than the public accounts deficit. However, the differences in 
accounting conventions are not as great as they were in previous budgets due to 
the incorporation of the accounting changes described in Annex 1, particularly 
due to the consolidation of the unemployment insurance transactions into 
budgetary transactions. 


Differences between the deficit on a national accounts and on a public accounts 
basis arise because the two accounting frameworks are designed for different 
purposes. The public accounts conventions have been adopted to facilitate control 
over the flows of cash into and out of the Consolidated Revenue Fund in a manner 
that conforms with the basis on which Parliament votes spending authority. In 
contrast, the primary objective of the national accounts is to measure current 
economic production, and thus the government sector is treated on the same basis 
as other sectors of the economy such as the personal, business and foreign sectors. 
The focus on measuring current economic activity results in the use of accrual 
accounting policies for some government transactions, which causes an additional 
discrepancy between the national accounts deficit and the deficit on a public 
accounts basis. The level of the national accounts deficit is much more comparable 
to that of financial requirements (excluding foreign exchange transactions). 
Financial requirements show the net direct impact of the federal governement’s 
activities on credit markets, and represent the most comprehensive and meaningful 
summary of the federal fiscal position. The national accounts deficit can be viewed 
as a better indicator of the federal government’s fiscal position than the budgetary 
deficit. Three measures of the federal fiscal position are presented in Table A.4.1. 


In general, the public accounts and national accounts measures of revenues and 
expenditures differ for three reasons, although numerous technical adjustments 
are required to reconcile the two. First, accrual accounting principles are more 
often used in national accounts transactions, particularly for revenues, than in 


95 


96 


Table A.4.1 
Alternative Measures of the Federal Balance, 1977-78 to 1987-88 


Financial requirements 


(excluding foreign National accounts 
Budgetary deficit | exchange transactions) deficit 


millions percent millions percent millions percent 
of dollars of GNP ofdollars of GNP ofdollars of GNP 


Actual 

1977-78 10,445 320 8,449 4.0 9,388 4.5 
1978-79 12,636 5.4 e202 4.8 iowa! 4.] 
1979-80 LVst0 4.4 10,130 3.8 276 S45 
1980-81 loso29 4.5 10,037 3.4 9,472 Be 
1981-82 14,752 4.3 9,236 aT 8,993 Z.6 
1982-83 27,689 ia 2519 5 6.6 21,985 6.1 
1983-84 32,423 8.3 25.099 GD 25280 6.4 
1984-85 38,246 Sli 29,801 Tal 32,208 Te 
Projected 

1985-86 34,250 Tie 28,818 6.3 26,370 5.8 
1986-87 29,465 6.0 22,556 4.6 DIS POAY, 4.8 
1987-88 25,940 4.9 17,682 3.4 19,550 Seg) 


a ec 


public accounts budgetary transactions. Second, a number of budgetary 
transactions recorded on a net basis in the public accounts give rise to separate 
entries for revenues and expenditures in the national accounts. Furthermore the 
superannuation accounts are treated as non-budgetary on a public accounts basis 
but treated as current transactions on a national accounts basis. Third, capital 
consumption allowances are included in both revenues and expenditures in the 
national accounts but are not included in the public accounts. This enhances the 
usefulness of the national accounts in analyzing economic activity. 


The “grossing-up” of budgetary transactions results in national accounts revenues 
and expenditures that are higher than their public accounts counterparts. An 
example is the funding of employee pension plans. In the public accounts, 
budgetary expenditures include only the unfunded government employees pension 
payments which totalled $0.7 billion in 1984-85, whereas national accounts 
expenditures reflect all employee pension payments which amounted to $1.8 
billion in 1984-85. Government employee pension contributions are paid into a 
non-budgetary specified purpose account whereas in the national accounts 

all such contributions, which amounted to $1.9 billion in 1984-85, are recorded 

as revenues. 


Chart A.4.1 


Alternative Measures of the Federal Balance 


1977-78 to 1987-88 (Fiscal Years) 


(millions of dollars) 
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Table A.4.2 sets out the federal government’s revenues, expenditures and deficit 
on a national accounts basis. The national accounts are presented here ina 
manner which breaks out the capital component of the budget. The capital 
budgeting approach, in recognizing the basic difference between current and 
investment expenditures, presents the two separately. This also allows for two 
separate comparisons between revenues and expenditures; the current balance and 
the national accounts deficit. 


Tables A.4.3 and A.4.4 present detailed reconciliations of public accounts 
budgetary revenues and expenditures with their national accounts counterparts. 


Table A.4.2 


Government of Canada Revenues and Expenditures 
National Accounts Basis 


1984-85 1985-86 1986-87 = 1987-88 


(millions of dollars) 


Revenues 
Direct taxes, persons 38,023 44,750 49,290 54,810 
Direct taxes, corporations 11,937 12,180 [SIVA 13,140 
Direct taxes, non-residents 1,170 1,075 1,325 1,405 
Indirect taxes 18,486 18,475 20,825 22,430 
Other current transfers from 
persons 24 DES 30 30 
Investment income 7,853 8,425 8,550 8,935 
Current revenues 77,493 84,930 93,255 100,750 
Capital consumption allowances 1,299 1,420 1,560 1,685 
Total revenues 78,792 86,350 94,795 102,435 
Expenditures 
Current goods and services 22,433 23,090 24,580 25,685 
Transfer payments to persons 30/521 31,865 333675 34,495 
Subsidies 7,762 4,980 4,840 4,685 
Capital assistance 3,131 2,590 2,230 1,425 
Current transfers to non- 
residents 1,539 1,645 1,940 2,040 
Public debt interest 22,401 25,270 27,105 29,065 
Transfers to other levels of 
government 20,361 20,780 PRUELOB) 22.590 
Current expenditures 108,148 110,220 115,935 119,950 
Gross capital formation 2,852 2,500 2,080 2,035 
Total expenditures 111,000 112,720 118,015 121,985 
Current balance — 30,655 — 25,290 —22,700  —19,200 
Total deficit — 32,208 — 26,370 —23,220 — 19,550 
(percentage change) 
Revenues 
Direct taxes, persons 6.5 Aes 10.1 Ihez 
Direct taxes, corporations 10.1 2.0 8.5 —0.6 
Direct taxes, non-residents 11.3 —8.] 23.3 6.0 
Indirect taxes 17 —0.1 1287 iid 
Other current transfers from 
persons = 4.2 20.0 
Investment income 16.9 733 1.5 4.5 
Current revenues 9.3 9.6 9.8 8.1 
Capital consumption 
allowances 10.5 9.3 9.9 8.0 
Total revenues 93 9.6 9.8 8.1 
Expenditures 
Current goods and services 10.0 2.9 6.5 4.5 
Transfer payments to persons V6 4.4 Va | 2.4 
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Table A.4.2—Continued 


Government of Canada Revenues and Expenditures 


National Accounts Basis 


Subsidies 

Capital assistance 

Current transfers to non- 
residents 

Public debt interest 

Transfers to other levels of 
government 

Current expenditures 


Gross capital formation 


Total expenditures 


Revenues 
Direct taxes, persons 
Direct taxes, corporations 
Direct taxes, non-residents 
Indirect taxes 
Other current transfers from 
persons 
Investment income 
Current revenues 


Capital consumption 
allowances 


Total revenues 


Expenditures 
Current goods and services 
Transfer payments to persons 
Subsidies 
Capital assistance 
Current transfers to non- 
residents 


Public debt interest 

Transfers to other levels of 
government 

Current expenditures 


Gross capital formation 
Total expenditures 
Deficit 
GNP (billions of dollars) 


Actual 
) Estimate 
“) Projection 


1984-85” 


a2.2 
ac2 


20:7 
24.0 


99 
1333 
Sia 
14.0 


1985-86 


1986-87 


(percentage change) 


— 35.9 —2.7 
—17.3 —13.9 
7.0 18.0 
12.8 7.3 
2.0 3.8 
1.9 2/4 
—12.4 — 16.8 
1S 4.7 
(percentage of GNP) 
9.9 10.1 
ony! Teh | 
0.2 0.3 
4.1 4.3 
1.9 Ly 
18.7 19.1 
Re) 0.3 
19.0 19.4 
5.1 5.0 
7.0 6.9 
A 1.0 

6 0.5 

0.4 0.4 
5.6 35 
4.6 4.4 
24.3 237 
0.6 0.4 
24.8 24.1 
—5.8 —4.8 
454.0 488.7 


1987-88 


—3.2 
— 36.0 


Table A.4.3 


Government of Canada Revenues 
Public Accounts and National Accounts Reconciliation 


1984-85 1985-86 1986-87 1987-88 


(millions of dollars) 
Budgetary revenue — 


public accounts 70,869 78,000 S720) 94,025 
Adjustments 

Deficits of government 

business enterprises‘) —979 — 1,020 —872 — 476 
Sales of capital assets —170 — 306 —S511 — 235 
Budgetary revenue offsets — 390 —499 —619 — 785 
Corporation income tax (incl. PGRT 

and IORT)® —87 —317 410 320 
Oil Export Charge”) ah — 83 - = 
Withholding tax) 42 —75 75 100 
Employer-employee contributions to 

government pensions? 1,881 1,837 1,893 1,964 
Interest on public-held funds“ SS A ONS) 4,667 5,191 
Capital consumption 

allowances © 1,299 1,420 1,560 1,685 
National accounts petroleum compen- 

sation revenue”? 2,291 673 - — 
Airport tax 220 278 367 390 
Imputed bank services WS 91 85 80 
Investment income? aA 983 362 254 
Other non-tax revenue") — 270 — 138 —153 — 142 
Supplementary period” — 1,065 1,000 - - 
Other adjustments and 

rounding $17 291 256 64 


Total revenue — 
national accounts 78,792 86,350 94,795 102,435 


To 


() In the public accounts, deficits of government business enterprises are a charge to budgetary 
expenditure, whereas in the national accounts these deficits are deducted from remitted profits of 
other government business enterprises. 

2) This adjustment represents the excess of accruals over collections for the corporate income tax, 
the Petroleum and Gas Revenue Tax and the Incremental Oil Revenue Tax. 

G) The Oil Export Charge adjustment represents the excess of accruals over collections. 

(4) Withholding taxes are recorded on a different basis in the public accounts and the national 
accounts. The difference shown is the national accounts tax on non-residents minus the sum of 
the public accounts non-resident tax and other tax revenue (withholding tax on life insurance 
companies). . . 

(5) In the public accounts government pensions, social security receipts and the income of certain 
special funds are treated as non-budgetary transactions whereas in the national accounts these 
transactions are included in government revenue. eit | 

(6) This adjustment is made to bring the public accounts revenues in line with national accounts 
revenues which include capital consumption allowances. . 

In the public accounts the petroleum compensation charge is netted against petroleum 
compensation payments and is included in budgetary expenditure. The payments are recorded on 
a gross basis in the national accounts. | . : 

(8) This adjustment reflects the excess of remitted profits (prior to deduction of deficits) and interest 
on loans and advances over public accounts return on investments. 

() This adjustment reflects the differences in the treatment of other current transfers from persons 
and miscellaneous indirect taxes between the national accounts and the public accounts. 

(1) In the national accounts the supplementary period revenue is allocated to the following fiscal 
year, while in the public accounts it is allocated to the current fiscal year. 
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Table A.4.4 


Government of Canada Expenditures 
Public Accounts and National Accounts Reconciliation 


1984-85 1985-86 1986-87 1987-88 


(millions of dollars) 


Budgetary expenditures — 


public accounts 109,115 112,250 116,740 119,965 
Adjustments 

Transfers to funds and 

agencies'’? —2,346 -—2,463 -—2)506 —2,513 
Expenditures of funds and 

agencies!” 2,580 2542 2,769 2,816 
Deficits of government 

business enterprises” —979  —1,020 —872 — 476 
Government pensions® 1,402 1,530 1,670 1,724 
Capital consumption 

allowances") 299 1,420 1,560 1,685 
Petroleum compensation 

program 2,246 992 ~ - 
Miscellaneous adjustments — 2,317 — 2,531 — 1,346 — 1,216 


Total expenditures — 


national accounts 111,000 112,720 118,015 121,985 


es 


(1) 


Q2 


In the national accounts, budgetary appropriations to various funds and agencies are replaced by 
the actual expenditures of these funds and agencies. 

In the public accounts, deficits of government business enterprises are charged to budgetary 
expenditures whereas in the national accounts these deficits are deducted from remitted profits of 
other government business enterprises. 

In the public accounts, government pensions are treated as non-budgetary transactions whereas, 
in the national accounts, these transactions are included as government expenditures. This item 
also includes the government’s contribution as an employer for unemployment insurance. 

This item represents the national accounts imputed depreciation on the government’s stock of 
fixed capital. 

This item represents the difference between gross payments recorded on a national accounts basis 
and net payments recorded on a public accounts basis. 

As in the case of revenues, the miscellaneous adjustments arise as a result of conceptual 
differences between the two forms of presentation. These items represent, for example, valuation 
reserves and write-offs; purchase of existing capital assets; budgetary revenue items offset against 
budgetary expenditure; imputed banking services; and an adjustment for the treatment of 
expenditures in the supplementary period. 


Annex 5 


Debt Operations Report 


This annex provides background information on the government’s borrowing and 
other credit market activity. It first discusses total borrowing in financial markets 
in relation to the budgetary deficit and to financial requirements as presented in 
Chapter 4, then the relation of total unmatured debt to government gross and net 
debt, and the government’s share of total financial market debt in the country. 
This is followed by consideration of the structure of the debt in terms of: major 
components and maturities; the amount of debt held by non-residents and the 
amount of foreign currency debt; the amount of maturing debt which needs to be 
refinanced; and the recent debt management operations of the government with 
reference to borrowing authority granted by Parliament. The annex concludes by 
presenting information on Crown corporation borrowings and government and 
Crown corporation loan guarantees. 


Relationship Between the Deficit and Borrowing Requirements 


Net new borrowing is primarily undertaken to finance the budgetary deficit. 
However net borrowing requirements (for Canadian dollars) do not exactly match 
the deficit because the former are affected by non-budgetary transactions, foreign 
exchange transactions and changes in cash balances. 


The budgetary deficit rose sharply from 1981-82 to 1984-85, but is projected to 
decline in 1985-86. The deficit is projected to decline further in 1986-87 and 
1987-88. Although financial requirements have followed the same basic trend as the 
budgetary deficit, they have been consistently lower than the deficit in recent 

years because non-budgetary transactions have provided a net source of funds. 

The largest source of non-budgetary funds is the superannuation accounts, as 
amounts credited to the accounts (employer and employee contributions and 
interest) have regularly exceeded, by a substantial margin, payments out of the 


accounts. !) 


There are two measures of financial requirements as shown in Reference 
Table XII. The first, which forms part of the budget forecast, excludes net 
requirements for Canadian dollars resulting from foreign exchange operations, 


«) This non-budgetary source of funds is reflected in growing liabilities to the superannuation 
accounts in the government's financial statements (see Reference Table XIII). 
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while the second includes them. Foreign exchange operations can raise or lower 
Canadian dollar borrowing requirements. Exchange market intervention designed 
to dampen upward movements in the value of the Canadian dollar (sales of 
Canadian dollars for foreign exchange) increases borrowing requirements, while 
intervention to dampen declines in the Canadian dollar (sales of foreign exchange 
for Canadian dollars) reduces borrowing requirements. In recent years, with the 
Canadian dollar under downward pressure, intervention activity tended to be a net 
source of Canadian dollars and thereby reduced domestic borrowing requirements. 
However, the effect of this intervention on domestic borrowing requirements has 
been offset to a considerable degree by foreign.currency borrowing to replenish 
foreign currency reserves. There are also differences between financial 
requirements (including foreign exchange transactions) and actual borrowing, 
which reflect swings in cash balances. 


Government of Canada Financial Market Debt 
in Relation to Total Debt 


The evolution of the government’s net debt and its relation to GNP has been 
discussed in earlier sections which indicated the stock of debt has grown quickly in 
recent years. Net debt is the excess of budgetary deficits over surpluses 
experienced since Confederation. As shown in Reference Table XI, net debt is 
equal to gross financial liabilities less financial assets. Gross debt, in turn, is the 
sum of various government liabilities, the most important of which are the 
outstanding stock of unmatured debt on financial markets and to a lesser extent 
the liabilities to the superannuation accounts. The stock of unmatured debt is the 
counterpart to total borrowing shown in the last column of Reference Table XII. 
This annex concentrates on government debt operations and their implications for 
credit markets. For this reason the “financial markets” component of gross debt, 
namely, unmatured debt, is most relevant. The remainder of this discussion of 
debt will be devoted largely to this component of gross debt which is shown as the 
total of unmatured debt in column 7 of Reference Table XIII. 


Federal Government Debt and Debt of Other Sectors 
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To gain some perspective on the capital market impact of Government of Canada 
debt, it is useful to compare it to the debt of other sectors.” The analysis uses the 
newly published National Balance Sheet Accounts.@) As shown in Chart A.5.1 


2) For purposes of comparison, the debt of financial intermediaries has been excluded from the 
measurement of total debt in the economy, since their liabilities are issued in order to finance the 
purchase of debt issued by “ultimate borrowers”. Consequently inclusion of financial 
intermediaries in the measurement of total debt outstanding would lead to double counting. 

Also, the data underlying Chart A.5.1 are on a Financial Flows end-of-calendar-year (i.e. 
December 31) basis, rather than Public Accounts end-of-fiscal-year (i.e. March 31), as is the case 
in the other charts and tables in this Annex. This accounts for most of the differences in the data. 


3) The National Balance Sheet Accounts, 1961-1984, Statistics Canada, cat. 13-214. 
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Chart A.5.1 
Canada, Estimated Distribution of Total Unmatured Debt 


(per cent of debt outstanding) 
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Government of Canada debt as a share of total debt in the economy was at the 
relatively high level of 28 per cent in the early 1960s, still showing the effects of 
the large federal debt accumulation in the Second World War. The federal 
government’s share of debt declined until the mid-1970s when it stood at about 15 
per cent of total debt, reflecting the close-to-balanced fiscal position of the federal 
government during a period when other sectors were accumulating 

substantial debt. 


The provincial-local-hospital sector has had a fairly stable share of total debt over 
the whole period, starting and ending at about 13 per cent although it did reach 15 
per cent midway through the period. 


The government enterprises sector also had a fairly stable share of total debt, 
starting at 10 per cent and ending at 9 per cent. Essentially, the offsetting changes 
to the decline in the federal government’s share of debt arise in the private 
corporate and the household sectors. The private corporate sector started out at 
about 23 per cent and ended the period at approximately 26 per cent with a high 
of 31 per cent in 1981; the peak reflects the strong investment and takeover 
activity in 1980 and 1981. The household sector started out at 26 per cent and 
ended up at 29 per cent with a high of 36 per cent in 1976; the peak reflects, 
among other things, strong accumulation of mortgage debt related to high rates of 
home building and to high inflation in housing prices in the years up to 1976. It is 
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also of interest that, within the household sector, there has been a small relative 
increase in mortgage credit and a small corresponding decrease in consumer credit 
over the period. 


Structure of Government of Canada Unmatured Debt 
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The government borrows domestically in three basic forms: marketable bonds, 
Treasury bills and Canada Savings Bonds (CSBs). There is also some foreign 
borrowing. In recent years, as seen in Chart A.5.2, marketable bonds have | 
accounted for approximately 40 to 50 per cent of total debt. The marketable bond 
share of total unmatured debt was about 47 per cent at the end of 1981-82 and 
declined to 40 per cent by December 31, 1985. Treasury bills over the same period 
accounted for between 20 and 30 per cent of the debt, rising from 21 per cent of 
unmatured debt in 1981-82 to 30 per cent on December 31, 1985. CSBs accounted 
for approximately 20 to 30 per cent of the debt over the period, falling somewhat 
from 27 per cent in 1981-82 to 25 per cent at the end of 1985. 


Another view of the stock of unmatured debt of some interest is its breakdown into 
different maturities. Table A.5.1 shows that, in line with the general decline in the 
share of unmatured debt accounted for by marketable bonds, most maturity 
ranges of marketable bonds declined in relative importance in recent years. 
However, the 5 to 10 year range increased from 2.7 per cent in 1981-82 

to 11.4 per cent at the end of 1985. 


Chart A.5.2 


Government of Canada, Components of Unmatured Debt 


(per cent of unmatured debt outstanding) 
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Government Debt Held by Non-Residents and Foreign Currency Debt 


Chart A.5.3 summarizes the breakdown of Government of Canada debt between 
resident and non-resident holdings, and between Canadian and foreign-currency 
denominated issues. It shows that non-resident holdings of government debt have 
been growing in recent years, from about 5 per cent in 1977-78 to 12 per cent at 
the end of 1984-85. However, non-resident holdings still remain a relatively small 
portion of the total. 


Also of interest is the breakdown of government debt between Canadian and 
foreign-currency denominated issues. Foreign-currency issues outstanding have 
risen from an insignificant share of debt in 1976-77, to a high of around 11 per 
cent in 1978-79, and since have fallen to around 5 per cent at the end of 1985. The 
government issues foreign-currency debt only when foreign exchange reserves are 
in need of replenishment. 


Refinancing of Unmatured Debt 


Much of the stock of unmatured debt of the government needs to be refinanced 
each year. For example, the maturities of Treasury bills are 3, 6 and 12 months. 
The interest rates on recent issues of CSBs are in practice reset annually. In 
addition, as these bonds are redeemable at par at any time, the interest rate has at 
times been adjusted during the year when the general level of interest rates has 
risen significantly. Thus, effective terms to maturity in excess of one year are 
associated only with marketable bonds, the original maturities of which range 
from two to more than 20 years. 


There are two ways of measuring the refinancing requirements with respect to the 
outstanding stock of debt. First, the average term to maturity of the marketable 
debt gives a view as to the general frequency of recycling the debt. As can be seen 
in Chart A.5.4, the average term to maturity of the marketable debt has recently 
declined somewhat from 6 1/2 years in 1981-82 to 5 1/4 years at the end of 1985. 
A more direct short-term measure is the amount of the outstanding stock which 
needs to be refinanced or to have the interest rate reset (repriced) each year. 
Chart A.5.4 also indicates the amount of unmatured debt at the end of each year 
which needs to be refinanced or repriced (including CSBs) during the course of 
the next year. This amount has risen from $54 billion or 58 per cent of the year- 
end stock in 1981-82 to $116 billion or 59 per cent of the year-end stock at the end 
of 1985. Thus, well over half the total stock of debt needs to be refinanced or 
repriced every year. This represents a considerably larger amount of financing 
than that associated with meeting the financial requirements of the government. 


Current Debt Management Operations 


During the first nine months of the current fiscal year, the government raised 
about $24.5 billion net through issues of domestic debt. Of that amount, 
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Chart A.5.4 


Government of Canada Debt to be Refunded or 
Repriced Within One Year, and Average Term 
to Maturity of Marketable Debt 


(per cent of debt to be refunded (years to 
or repriced within one year) maturity) 


Average term to maturity 


(right scale) 


Including CSBs 
(left scale) 
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(left scale) 2 
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approximately 30 per cent was raised through the issue of Canada Savings Bonds, 
up from 23 per cent of funds raised during the corresponding period in 1984. 
Conversely, net issues of Treasury bills accounted for 30 per cent of funds raised 
in 1985, down from 37 per cent in 1984-85. The proportion of funds raised 
through the issue of marketable bonds remained constant at 40 per cent. The 
government shortened somewhat the term of marketable debt by issuing relatively 
more short-term bonds; the average term to maturity of marketable debt 
outstanding declined to 5 1/4 years at the end of 1985, from 5 1/2 years at 

March 31, 1985. 


To refinance maturing foreign obligations and to replenish Canada’s international 
foreign exchange reserves, the government negotiated four foreign currency loans 
during 1985. These consisted of two U.S. $500 million Eurodollar bond issues, a 
U.S. $900 million bond issue in New York, and a Yen 80 billion syndicated bank 
loan in Japan. The three fixed-rate U.S. dollar loans were converted into floating 
rate issues through the use of interest rate swaps. In the first two months of 1986 
the government negotiated two further foreign currency borrowings, one in Euro- 
yen market for 80 billion yen and a U.S. $1 billion Eurobond issue. The Euroyen 
issue was swapped into a floating rate U.S. dollar obligation. 


With the large financing program implied by continuing heavy financial 
requirements and the need to refinance a large part of the growing stock of debt, 


the government continues the practice of large and frequent bond issues. 
Currently, the government goes to the market with a bond issue roughly every 
three weeks. In addition, during 1985-86 the government continued its regular 
quarterly auctions of two-year marketable bonds and had one auction of five-year 
marketable bonds and another four-year bond. Also, three-month and six-month 
Treasury bills are issued each week and one-year bills are offered every two weeks. 


The government has also assumed the borrowings of Canadair Financial 
Corporation (CFC) in the amount of U.S. $697.5 million and Cdn. $250 million. 
Most of these borrowings were repaid and refinanced at lower interest rates. 


Borrowing Authority 


As outlined in previous sections, financial requirements are estimated at 

$22.6 billion in fiscal 1986-87. The amount of borrowing authority granted by 
Parliament for any given fiscal year has traditionally been tied to the financial 
requirements forecast for that year. This represents approximately the amount 
that the government expects to borrow in the capital markets under borrowing 
authority to be authorized by Parliament. The actual level of borrowing will be 
influenced as well by foreign exchange transactions which are subject to 
unpredictable swings and by changes in cash balances. 


The government has available $2.0 billion of unused, non-lapsing authority which 
was provided by the Borrowing Authority Act 1984-85 (No. 2). This will continue 
to be available in subsequent fiscal years to cover any unforeseen borrowing 
requirements such as those related to foreign exchange intervention activities. 


As indicated earlier the gross level of borrowing will be much higher than 
financial requirements due to the need to refinance existing debt. However, the 
refinancing of existing debt does not require additional borrowing authority since 
it is authorized by section 38 of the Financial Administration Act. 


Borrowings by Crown Corporations and Loan Guarantees 
by the Federal Government and Crown Corporations 


To provide a more comprehensive view of the government’s total influence in 
financial markets, the following sections provide information on the outstanding 
debt of Crown corporations and on government and Crown corporation loan 
guarantees. The capital market tends to view private market borrowings of Crown 
corporations,“ as well as government and Crown corporation loan guarantees, as 


(4) Certain Crown corporations such as Canada Mortgage and Housing Corporation and the Royal 
Canadian Mint borrow directly from the government and not from the private financial market. 
These loans are reflected in the government’s overall financial requirements. 
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having a credit standing similar to government borrowing. This means financing is 
provided for these activities on more favourable terms than would otherwise be 
available. However, from the government’s viewpoint, the borrowing activities of 
most Crown corporations are intended to be self-financing. Crown corporations 
are expected to repay their loans themselves. As well there are generally insurance 
premiums in place to cover expected losses on Crown corporation loan 

guarantee programs. 


Crown Corporation Borrowing 
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Until fairly recently, most Crown corporations borrowed from the government. 
However, beginning in the mid-1970s and especially after 1980, most of the major 
commercial Crown corporations were authorized to borrow directly in the 

capital market. 


An important distinction relating to Crown corporation borrowings or guarantees 
is that most of the Crown corporations involved are agents of the government and 
their debts are thus direct obligations of the government. However, two Crown 
corporations, CN and Air Canada, are non-agents and their borrowings are not 
direct obligations of the government. All borrowings of Crown corporations 
require the approval of the Minister of Finance. For the purposes of this analysis 
the borrowings of the two non-agent Crown corporations, CN and Air Canada, 
have been included in the total Crown corporation borrowing numbers. Also 
included in the analysis under Crown corporation loan guarantees are CMHC- 
insured mortgages which are viewed in the market as effectively government- 
backed financings. 


Table A.5.2 shows the recent trends in unmatured debt of the Crown corporations 
as well as the forecasts of the total for fiscal years 1986-87 and 1987-88. The 
estimates are provided by the Crown corporations and are consistent with 
statutory authorities approved by Parliament and with corporate plans and 
borrowing plans approved by the government. The outstanding stock of unmatured 
debt of the Crown corporations will have risen from a level of $8.3 billion at the 
end of 1981-82 to $14.8 billion by the end of 1985-86. Short-term forecasts of 
Crown corporation debt show the stock of debt rising to $17.2 billion by the end 

of 1987-88. 


The largest Crown corporation borrowers are the financial intermediaries — the 
Export Development Corporation (EDC), the Farm Credit Corporation and the 
Federal Business Development Bank. These three corporations lend directly to 
most of their customers and borrow in the market to fund these activities. This 
group together will account for approximately 50 per cent of Crown corporation 
debt at the end of March 1986. 


The next largest group of borrowers comprises the two transport companies, Air 
Canada and CN, which will account for 30 per cent of Crown corporation debt 
outstanding at March 31, 1986. 


Table A.5.2 


Unmatured Debt of Crown Corporations 


1984-85 = 1985-86) 1986-87 1987-882 


(millions of dollars) 


Financial 
Export Development Corporation yd bali) Selly 
Federal Business Development 

Bank 150238 1519S 
Farm Credit Corporation 570 856 
Transport 
Air Canada 195 1,149 
Canadian National 3,036 3,302 
Energy 
Eldorado >Hi) 651 
Petro-Canada) 1,640 2s 
Miscellaneous 3104) 87 
Total Debt 13,466 14,785 16,400 17,200 
() Preliminary 
(2) Forecast 


3) Includes term preferred shares outstanding as at 31 March as follows: 1984-85 - $1,312 million; 
1985-86 - $1,208 million. 


(4) Includes outstanding borrowings of de Havilland. 


Petro-Canada and Eldorado Nuclear in the energy sector will account for 20 per 
cent of the Crown corporation total by the end of this fiscal year. Other Crown 
corporations will account for a very small percentage of the total. 


Loan Guarantees by the Government of Canada and Crown Corporations 


The government guarantees loans under a variety of programs for social, 
agricultural and industrial purposes. Recent trends in government and Crown 
corporation loan guarantees and short-term projections are shown in Table A.5.3; 
as with projected Crown corporation borrowings, these estimates assume no 
change in statutory ceilings. It should be noted that the contingent liability in 
respect of the guaranteed loans outstanding is substantially less than the amount 
of the loans guaranteed themselves because in some cases, such as the Small 
Business Loans Act, the guarantee formula limits the government’s liability. For 
the purposes of showing the impact on capital markets, the amount of financing 
being supported is considered the relevant measure. 


In the past year the government has adopted a new policy for granting loan 
guarantees. One of the principal thrusts is to involve lenders in the financing on a 
risk basis, i.e., “lender risk-sharing”’. The policy is intended to lessen the 


is 


Table A.5.3 


Loan Guarantees 
Government of Canada and Crown Corporations, 1984-85 to 1987-88 


1984-85 1985-86) 1986-87 1987-88 


(millions of dollars) 


Government of Canada 


Loans to Canadian Wheat Board 3.965. — 4083 
Small Business Loans Act 1/07 Ta 8S 7, 
Canada Student Loans Act 19575) @ats770 
Farm Improvement Loans Act 500 500 
Advance Payments for Crops Act 190 B22 
Loans for on-reserve housing 195 203 
Financing for Ridley Terminal 200 200 
Financing for aircraft purchases 

from de Havilland 128 186 
Fisheries Improvement 

Loans Act 60 61 
Other 180 128 


Total loan guarantees by 
Government of Canada 8,700 9,450 9,900 10,200 


Crown Corporations 


Canada Mortgage and Housing 


Corporation 39,500 44,000 
Canada Deposit Insurance 
Corporation 947 821 
Export Development Corporation 19] 200 
Petro-Canada 125 190 
Other 47 44 
Total loan guarantees by 
Crown corporations 40,810 45,215 49,300 53,600 
Total loan guarantees 49,510 54,665 59,200 63,800 
() Preliminary 


(2) Forecast 


government’s risk in such loan guarantees, to balance risk-sharing among the 
participants and to encourage businesslike terms in the financing of such projects. 


In total as seen in Table A.5.3 loan guarantees of the government are expected to 
amount to $9.5 billion at the end of 1985-86. The largest loan guarantee program 
is in support of wheat sales to foreign governments. Under this program, the 
Canadian Wheat Board arranges loans for foreign buyers, principally from 
Canadian financial institutions,“ which are guaranteed by the government. The 
amount outstanding will be approximately $4.2 billion at the end of March 1986, 
which accounts for approximately 44 per cent of the government’s total direct loan 
guarantee obligations. 


Other significant loan guarantee programs are the Canada Student Loans Act 
($1.8 billion expected to be outstanding as of March 31, 1986), the Small 
Business Loans Act ($1.9 billion), the Farm Improvements Loans Act ($500 
million), financial obligations incurred by air carriers regarding de Havilland 
Aircraft Dash 7 and Dash 8 ($186 million), the Fisheries Improvement Loans Act 
($61 million), the Enterprise Development Program ($28 million), the Regional 
Development Incentives Act ($17 million). 


There is also a significant amount of credit market activity which is supported by 
Crown corporations in the form of guaranteed or insured loans. The amount of 
such guarantees was $27.4 billion at the end of 1981-82 and is projected to rise to 
$45.2 billion at the end of 1985-86, increasing to $53.6 billion by the end 

of 1987-88. Of the total outstanding at the end of March 1986, CMHC will 
account for $44 billion. EDC also has a small amount of guarantees outstanding in 
respect of export financing arrangements. Another Crown corporation, the 
Canada Deposit Insurance Corporation (CDIC), has outstanding agreements with 
private financial institutions to guarantee loans extended to ensure the orderly 
winding down of a number of financial institutions. 


It should be noted that Crown corporation and direct government loan guarantees 
discussed above do not represent the total contingent liabilities of the government. 
There are other contingent liabilities not related to borrowing such as deposit 
insurance provided by the CDIC. 


() The eligibility for guarantees under the Wheat Board Act was expanded by Order in Council in 
December 1985 to include trust companies, life insurance companies and credit unions. 
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Total Federal Debt and Guarantees 
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Table A.5.4 below summarizes recent trends and short-term forecasts of total 
federal government and Crown corporation debt and guarantees. 


Table A.5.4 


Unmatured Debt and Loan Guarantees 
Government of Canada and Crown Corporations 


Unmatured debt Loan guarantees Total 
— _ unmatured 
Govern- Crown Govern- Crown debt and 
ment corpora- ment corpora- loan 
of Canada tions Total of Canada tions Total guarantees 


(millions of dollars) 


1981-82 92,949 7,314 100,263 5,087 27,445 321532 1325795 
1982-83 116,318 9,072 1255390 6,497 29,796 36,293 161,683 
1983-84 142,637 10,333 152,970 6,895 35,566 42,461 195,431 


1984-85 172,438 13,466 185,904 8,700 40,810 49,510 235,414 
1985-86) = 201,256 14,785 216,041 9,450 45,215 54,665 270,706 
1986-87°2) 223,812 16,400 240,212 9,900 49,300 59,200 299,414 
1987-882) 241,494 17,200 258,694 10,200 53,600 63,800 322,494 


es ee ee Pe ee ee ae De a 
Note. In the forecast period it is assumed that changes in Government of Canada unmatured debt can be 
approximated by financial requirements excluding foreign exchange. 

Included in Government of Canada unmatured debt is the debt of Canadair Financial Corporation which was 
assumed by the government in 1985-86. Canadair Financial Corporation debt amounted to $1,117 million at the 
end of 1984-85; and $1,034 million at the end of 1983-84. 

Excluded from federal government unmatured debt is accrued interest outstanding on compound interest and 
bonus series Canada Savings Bonds. Accrued interest on these was $5.9 billion at the end of 1984-85 and $4.7 
billion at the end of 1983-84. 


“) Preliminary 


2) Forecast 
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Table I 


Fiscal Transactions 


Financial 
requirements 
Budgetary (excl. foreign 
Budgetary Budgetary surplus or Non-budgetary exchange 
revenues expenditures deficit (—) transactions transactions) 
(millions of dollars) 

1926-27 372 — 330 42 — 38 4 
1931-32 303 —417 —114 —104 —218 
1936-37 420 — 498 —78 10 — 68 
1941-42 1,487 — 1,839 — 352 — 269 — 621 
1946-47 3,034 — 2,604 430 — 896 — 466 
1951-52 4,101 — 3,745 356 64 420 
1956-57 5,582 — 5,257 325 130 455 
1957-58 5,456 — 5,652 — 196 —150 — 346 
1958-59 5,159 — 6,036 — 877 — 601 — 1,478 
1959-60 5,896 — 6,496 — 600 116 —484 
1960-61 6.322 — 6,851 — 529 205 — 324 
1961-62 6,468 — 7,416 — 948 95 — 853 
1962-63 6,662 — 7,495 — 833 — 106 — 939 
1963-64 7,099 — 8,268 — 1,169 910 —259 
1964-65 8,220 — 8,535 —315 399 84 
1965-66 8,955 — 8,652 303 — 205 98 
1966-67 9,751 — 9,939 — 188 — 472 — 660 
1967-68 10,636 — 11,348 —712 — 666 — 1,378 
1968-69 11,938 — 12,339 — 401 —410 —811 
1969-70 14,290 — 13,959 331 —97 234 
1970-71 14,873 — 15,652 —779 — 249 — 1,028 
1971-72 16,510 — 18,053 — 1,543 Daz — 1,366 
1972-73 19,096 — 20,772 — 1,676 368 — 1,308 
1973-74 22319 — 24,321 — 2,002 485 —1,517 
1974-75 29,136 — 31,152 — 2,016 —123 — 2,139 
1975-76 315537 — 37,286 — 5,749 975 — 4,774 
1976-77 34,286 — 40,597 — 6,311 763 — 5,548 
1977-78 34,499 — 44,944 — 10,445 1,996 — 8,449 
1978-79 36,847 — 49,483 — 12,636 1,424 —11,212 
1979-80 41,912 — $3,422 —11,510 1,380 — 10,130 
1980-81 48,763 — 62,292 — 13,529 3,492 — 10,037 
1981-82 59,859 —74,611 — 14,752 5,516 — 9,236 
1982-83 60,682 — 88,371 — 27,689 3,896 — 23,793 
1983-84 64,059 — 96,482 — 32,423 7,224 — 25,199 
1984-85 70,869 — 109,115 — 38,246 8,445 — 29,801 


Eee eee 


The source of Tables I to XIII is Public Accounts of Canada adjusted to reflect accounting changes. 
See Annex A for an explanation of these changes. 
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Table II 
Fiscal Transactions 
a ee ee ee 


Financial 
requirements 
Budgetary (excl. foreign 

Budgetary Budgetary surplus or Non-budgetary exchange 
revenues expenditures deficit (—) transactions transactions) 


a eo ee ee Oe IMR eee 
(as a percentage of GNP) 


1926-27 pe) —6.4 0.8 2) 0.1 
1931-32 6.5 =8.9 a7 255 ~ 4.6 
1936-37 9.1 =10:7 sii 0.2 EPG 
1941-42 18.0 =e) =43 = 7) 
1946-47 25.5 =219 3.6 es =a 
1951-52 19.0 =e 1.6 0.3 1.9 
1956-57 17.4 ~16.4 1.0 0.4 1.4 
1957-58 16.3 ~16.9 ~0.6 —0.4 21.0 
1958-59 14.8 214 =95 25 279) 
1959-60 16.4 18 aT) 0.3 eed 
1960-61 16.5 247.9 i 0.5 ~0.8 
1961-62 16.3 = 187 A 0.2 29) 
1962-63 15.5 aes = Oe 20D 
1963-64 15.4 1380 m:5 2.0 —0.6 
1964-65 16.3 ~17.0 —0.6 0.8 0.2 
1965-66 16.2 ~15.6 0.5 0.4 0.2 
1966-67 15.8 16.1 =a) =0,8 ei 
1967-68 16.0 ire aT E10 ADs 
1968-69 16.4 = 17-0 ~ 0.6 —0.6 aie 
1969-70 17.9 ines 0.4 0 0.3 
1970-71 17.4 Be) 0.9 =0.3 Ai 
1971-72 is 19:1 <NG 0.2 ed 
1972-73 18.1 = 107 ZG 0.3 S12 
1973-74 18.1 197 NG 0.4 ie 
1974-75 19.7 =F 1s1 S44 Ou mad 
1975-76 19.1 =) 6 Be 0.6 29.9 
1976-77 17.9 =D 233 0.4 9 
1977-78 16.4 =o 250 0.9 ~4.0 
1978-79 15.9 ZING 5 4 0.6 —4.8 
1979-80 15.9 = 202 Sav 0.5 =38 
1980-81 16.4 ~20.9 Bays 1.2 = 3/4 
1981-82 17.6 =) =e4n3 1.6 24 
1982-83 16.9 EAT Sa) 1 —6.6 
1983-84 16.4 SONG aEgnG 1.9 6S 
1984-85 16.8 = 959 = 2.0 Bs) 


ee ee ee ee EE SS 
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Table III 


Budgetary Revenues 


Unemploy- 
ment 
Personal Corporate Salesand insurance Other Total 
income income excise contribu- tax Non-tax budgetary 
tax tax taxes tions revenues revenues revenues 


(millions of dollars) 


1961-62 2,052 1,302 2,204 278 197 435 6,468 
1962-63 2,018 15298 25395 285 216 450 6,662 
1963-64 2,168 1375 2,529 296 216 O19 7,099 
1964-65 2 a0 1,669 2,890 310 233 583 8,220 
1965-66 2,637 Nhe ese 3,344 21 278 610 8,955 
1966-67 3,050 1,743 3,628 343 305 682 Piel 
1967-68 3,650 1,821 3,718 346 323 778 10,636 
1968-69 4,334 2,213 3,747 432 318 894 Noss 
1969-70 5,588 2,839 4,009 490 349 1,015 14,290 
1970-71 6,395 2,426 4,060 493 378 i121 14,873 
1971-72 122 2,396 4,637 569 420 1,261 16,510 
1972-73 8,378 2,920 Ooi 745 353 1,428 19,096 
1973-74 9,226 3,710 6,068 1,001 625 1,689 22319 
1974-75 Jao) 4,836 6,837 1,585 2,103 2,065 29,136 
1975-76 12709 5,748 6,655 2,039 1,981 2,405 S1S37 
1976-77 14,634 35365 one 2,470 Shs 2,630 34,286 
1977-78 13,988 5,280 8,093 25050; 1,628 2,973 34,499 
1978-79 14,656 5,654 8,853 2,783 sul) 3,386 36,847 
1979-80 16,808 6,951 9,095 2,778 eto? 4,178 41,912 
1980-81 19,837 8,106 10,232 3,303 25995 4,750 48,763 
1981-82 24,046 8,118 11,363 4,753 5,706 3573 59,859 
1982-83 26,330 A139 10,684 4,900 6,333 5,296 60,682 
1983-84 26,967 7,286 P2151 15259 5,261 py bods) 64,059 
1984-85 29,254 9:379 135834 15393 5,657 5,189 70,869 


SS ee ee 
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Table IV 


Budgetary Revenues 


a 


Unemploy- 
Personal Corporate Sales and ment Other Total 
income income excise insurance tax Non-tax budgetary 
tax tax taxes contribu- revenues revenues revenues 
tions 


a ee eee eee eee 
(as a percentage of GNP) 


1961-62 5.2 3.3 5.6 0.7 0.5 1.1 16.3 
1962-63 4.7 3.0 5.6 0.7 0.5 1.0 [5:5 
1963-64 4.7 3.0 Be) 0.6 0.5 1.1 15.4 
1964-65 5.0 3.3 Sai . 0.6 0.5 12 16.3 
1965-66 4.8 3.2 6.0 0.6 0.5 1.1 16.2 
1966-67 49 2.8 ae 0.6 0.5 let 15.8 
1967-68 eS) 2 5.6 0.5 0.5 12 16.0 
1968-69 6.0 3.0 Dee 0.6 0.4 1.2 16.4 
1969-70 TAU 3.6 5.0 0.6 0.4 [3 17.9 
1970-71 eS 2.8 4.7 0.6 0.4 1.3 17.4 
1971-72 Te, 25 49 0.6 0.4 i 125 
1972-73 8.0 2:8 5.0 0.7 0.4 13 18.1 
1973-74 f(s) 3.0 49 0.8 0.5 1.4 18.1 
1974-75 TS 3.3 4.6 3 1.4 1.4 ev! 
1975-76 ie! Se) 4.0 122 12 1.4 SET 
1976-77 7.6 2.8 3.8 3 1.0 1.4 17.9 
1977-78 6.7 2.3 39 Nee 0.8 1.4 16.4 
1978-79 6.3 2.4 3.8 2 0.7 1.4 15.9 
1979-80 6.4 2.6 3.4 Vt 0.8 1.6 See) 
1980-81 Ga! exh 3.4 1.1 0.9 1.6 16.4 
1981-82 Al 2.4 33 1.4 ibe! Nei! 17.6 
1982-83 Te 2.0 3.0 1.4 1.8 es) 16.9 
1983-84 6.9 1e9 3.1 1.9 IES is 16.4 
1984-85 7.0 2.2 3-3 1.8 ir3 IZ 16.8 
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Table V 
Budgetary Revenues 


Unemploy- 
ment 
Personal Corporate Salesand insurance Other Total 
income income excise contribu- tax Non-tax budgetary 
tax tax taxes tions revenues revenues revenues 


(as a percentage of total) 


1961-62 st 20.1 34.1 4.3 3.0 6.7 100.0 
1962-63 30.3 19:5 36.0 4.3 332 6.8 100.0 
1963-64 30.5 19.4 35.6 4.2 30 ee, 100.0 
1964-65 30.8 20.3 eb 3.8 2.8 7.1 100.0 
1965-66 29.4 19.6 37.3 ae 3.1 6.8 100.0 
1966-67 313 17.9 322 3:5 ce 7.0 100.0 
1967-68 34.3 17.1 35.0 335 3.0 13 100.0 
1968-69 36.3 18.5 31.4 3.6 25) 75 100.0 
1969-70 39.1 19.9 28.1 3.4 2.4 Tn 100.0 
1970-71 43.0 16.3 2153 a3 2 Ts 100.0 
1971-72 43.8 14.5 28.1 3.4 2.5 7.6 100.0 
1972-73 43.9 15.3 27.6 3,9 9 7.4 100.0 
1973-74 41.3 16.6 21.2 4.5 2.8 Ue) 100.0 
1974-75 40.2 16.6 Za 5.4 a3 7.0 100.0 
1975-76 40.3 18.2 21 6.5 6.3 7.6 100.0 
1976-77 42.7 15.6 Zi U2 x3 7.6 100.0 
1977-78 40.5 15.3 23.0 7.4 4.7 8.6 100.0 
1978-79 39.8 iSid 24.0 7.6 4.2 9.1 100.0 
1979-80 40.1 16.6 217 6.6 5.0 10.0 100.0 
1980-81 40.7 16.6 21.0 6.8 Se 97 100.0 
1981-82 40.2 13.6 19.0 Us) oS 9.8 100.0 
1982-83 43.4 11.8 17.6 8.1 10.4 8.7 100.0 
1983-84 42.1 11.4 19.0 11.3 8.2 8.0 100.0 
1984-85 41.3 13:2 1935 10.7 8.0 ee) 100.0 
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Table VI 


Budgetary Expenditures 
a ee 


Major 
transfers 
to persons 


Major 
transfers 
to govts. 


National 
defence 


Other 


Program 
expendi- 
tures 


Public 
debt 
charges 


Total 


budgetary 
expendi- 


tures 


Se ee eee 


1961-62 
1962-63 
1963-64 
1964-65 
1965-66 


1966-67 
1967-68 
1968-69 
1969-70 
1970-71 


1971-72 
1972-73 
1973-74 
1974-75 
1975-76 


1976-77 
1977-78 
1978-79 
1979-80 
1980-81 


1981-82 
1982-83 
1983-84 
1984-85 


1,860 
15933 
Loe 
2,076 
2,120 


ROE) | 
2,698 
2,941 
3,210 
35995 


4,263 
5,493 
6,457 
8,099 
9,766 


10,466 
11,743 
120735 
12,711 
14,594 


16,827 
22,566 
23,649 
25,046 


667 
766 
829 
954 
878 


1,054 
1,504 
1,856 
2,286 
3,008 


3,667 
4,196 
4,650 
5,956 
6,953 


8,492 
8,635 
9,688 
10,839 
11,792 


13,830 
14,723 
175393 
18,897 


2,431 
2,306 
2,785 
2.019 
2,996 


Dhl 
4,106 
4,317 
4,980 
5,344 


6,151 
6,846 
8,425 
115333 
13,631 


13,558 
15,259 
15,940 
17,001 
20,185 


22,867 
27,203 
29,421 
33,824 


(millions of dollars) 


6,584 
6,580 
7,275 
7,485 
7,542 


8,757 
10,062 
10,875 
12,265 
13,765 


15,943 
18,472 
21,756 
27,914 
33,316 


35,889 
39,413 
42,459 
44,928 
51,634 


59,532 
71,463 
78,404 
86,659 


832 
915 
993 
1,050 
1,110 


15182 
1,286 
1,464 
1,694 
1,887 


2,110 
2,300 
2,565 
3,238 
3,970 


4,708 
S505 
7,024 
8,494 
10,658 


15,079 
16,908 
18,078 
22,456 


7,416 
7,495 
8,268 
8,535 
8,652 


9,939 
11,348 
12,339 
130959 
155652 


18,053 
20,772 
24,321 
S1tS2 
37,286 


40,597 
44.944 
49,483 
53,422 
62,292 


74,611 
88,371 
96,482 
109,115 
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Table VII 
Budgetary Expenditures 


SS a ee ES. 


Total 
Major Major Program Public budgetary 
transfers transfers National expendi- debt expendi- 
to persons _ to govts. defence Other tures charges tures 


SS ee ee SE a eee 


(as a percentage of GNP) 


1961-62 4.7 Ma? 4.1 6.1 16.6 2.1 18.7 
1962-63 4.5 1.8 Sed 5.4 1533 ve | [75 
1963-64 4.3 1.8 Sy) 6.1 15.8 2p) 18.0 
1964-65 4.1 i eh 5.8 14.9 Pa) | 17.0 
1965-66 3.8 1.6 2.8 5.4 13.6 2.0 15.6 
1966-67 3t7 Ig? p84 | 6.1 14.2 1.9 16.1 
1967-68 4.1 Pm) 2.6 6.2 1532 1.9 7 
1968-69 4.1 2.6 2.4 5.9 15.0 2.0 17.0 
1969-70 4.0 2.9 Zee 6.2 15.4 221 eS 
1970-71 4.2 3.5 Zt 6.2 16.1 22 18.3 
1971-72 4.5 39 2.0 6.5 16.9 22 [9:1 
1972-73 Siz 4.0 1.8 6.5 17.6 22 1957 
1973-74 Je 3.8 1.8 6.8 17.6 201 [97 
1974-75 By) 4.0 17 Ta 18.9 ps) 211 
1975-76 Jo. 4.2 1.8 8.2 20.1 2.4 22.6 
1976-77 I 4.4 1.8 TA 18.7 2.5 21.2 
1977-78 5.6 4.1 1.8 73 18.8 2.6 21.4 
1978-79 By) 4.2 1.8 6.9 18.3 3.0 21,3 
1979-80 4.8 4.1 iS 6.4 17.0 Jez 20.2 
1980-81 4.9 4.0 1.7 6.8 17.4 3.6 20.9 
1981-82 5.0 4.1 1.8 6.7 hs 4.4 22.0 
1982-83 6.3 4.1 1.9 7.6 19.9 4.7 24.7 
1983-84 6.1 4.5 2.0 1) 20.1 4.6 24.7 
1984-85 6.0 4.5 2:1 8.0 20.6 mye) 20:9 
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Table VIII 


Budgetary Expenditures 
Total 
Major Major Program Public budgetary 
transfers transfers National expendi- debt expendi- 
to persons to govts. defence Other tures charges tures 
(as a percentage of total) 

1961-62 254 9.0 21.9 32.8 88.8 11.2 100.0 
1962-63 25.8 10.2 21.0 30.8 87.8 122 100.0 
1963-64 23.9 10.0 20.4 33.7 88.0 12.0 100.0 
1964-65 24.3 11.2 18.0 34.2 Sei, 123 100.0 
1965-66 24.5 10.1 17.9 34.6 87.2 12.8 100.0 
1966-67 23.1 10.6 16.5 38.0 88.1 11.9 100.0 
1967-68 23.8 13.3 135 36.2 88.7 Nis 100.0 
1968-69 23.8 15.0 14.3 35.0 88.1 11.9 100.0 
1969-70 23.0 16.4 12.8 B5e7, 87.9 12.1 100.0 
1970-71 23:0 192 11.6 34.1 87.9 12.1 100.0 
1971-72 23.6 20.3 10.3 34.1 88.3 11.7 100.0 
1972-73 26.4 20.2 9.3 33.0 88.9 11.1 100.0 
1973-74 26.5 193 9.1 34.6 89.5 10.5 100.0 
1974-75 26.0 19.1 8.1 36.4 89.6 10.4 100.0 
1975-76 26.2 18.6 8.0 36.6 89.4 10.6 100.0 
1976-77 25.8 20.9 8.3 33.4 88.4 11.6 100.0 
1977-78 26.1 19.2 8.4 34.0 87.7 12.3 100.0 
1978-79 oul 19.6 8.3 32.2 85.8 14.2 100.0 
1979-80 23.8 20.3 8.2 31.8 84.1 15.9 100.0 
1980-81 23.4 18.9 8.1 32.4 82.9 171 100.0 
1981-82 22.6 18.5 8.1 30.6 79.8 20.2 100.0 
1982-83 25:5 16.7 7.9 30.8 80.9 19x 100.0 
1983-84 24.5 18.0 8.2 30.5 81.3 18.7 100.0 
1984-85 23.0 17.3 8.1 31.0 79.4 20.6 100.0 
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Table IX 
Public Debt Charges 
ee eens SS nS ee ee, ee Tes ee 


Gross Net Ratio of gross Ratio of net 

public public public debt public debt 

debt Return on debt charges to charges to 

charges investments charges gross debt net debt 
ee ee ee 
(millions of dollars) (per cent) 

1926-27 130 9 121 4.8 De 
1931-32 121 9 112 4.3 4.7 
1936-37 137 11 126 3.9 4.1 
1941-42 172 22 150 2) Sh 
1946-47 469 69 400 2.8 3.2 
1951-52 1 118 394 32 3.8 
1956-57 508 207 301 3.1 2.4 
1957-58 543 22. 316 32 23 
1958-59 636 247 389 3.4 2.9 
1959-60 776 265 S11 4.0 337 
1960-61 788 287 501 3.9 S05) 
1961-62 832 308 524 3.8 3.4 
1962-63 915 312 603 4.0 Sar 
1963-64 993 366 627 4.0 3.6 
1964-65 1,050 423 627 4.0 35 
1965-66 1,110 438 672 4.2 3.9 
1966-67 1,182 519 663 4.2 3.8 
1967-68 1,286 612 674 4.3 aa 
1968-69 1,464 695 769 4.6 4.1 
1969-70 1,694 860 834 oh 4.5 
1970-71 1,887 1,000 887 Sal 4.6 
1971-72 2,110 1,133 977 5.1 4.7 
1972-73 2,300 1,265 1,035 oy 74 4.6 
1973-74 2,565 1,461 1,104 5.4 4.5 
1974-75 3,238 1,802 1,436 6.1 5:5 
1975-76 3,970 2,083 1,887 6.7 5.9 
1976-77 4,708 2,410 2,298 7.1 6.0 
1977-78 5,531 2,592 2,939 6.9 6.0 
1978-79 7,024 3,059 3,965 d3 6.5 
1979-80 8,494 3,659 4,835 8.1 Onn 
1980-81 10,658 4,360 6,298 8.9 73 
1981-82 15,079 5,032 10,047 11.0 10.0 
1982-83 16,908 4,630 12,278 10.2 9.6 
1983-84 18,078 4,383 13,695 9.1 8.5 
1984-85 22,456 4,271 18,185 9.5 9.1 


ee ee 
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Table X 


Public Debt Charges in Comparative Terms 


Gross public debt charges Net public debt charges 
as a percentage of as a percentage of 
Budgetary Budgetary Budgetary Budgetary 
GNP revenues expenditures GNP revenues expenditures 

1926-27 25 34.9 39.4 2.4 3235 36.7 
1931-32 2.6 39.9 29.0 2.4 37.0 26.9 
1936-37 3.0 32.6 215 2 30.0 5),5) 
1941-42 2-1 11.6 9.4 1.8 i0.1 8.2 
1946-47 3.9 15.5 18.0 3.4 i322 15.4 
1951-52 2.4 125 1337) 1.8 9.6 10.5 
1956-57 1.6 9.1 9.7 0.9 5.4 Se) 
1957-58 1.6 10.0 9.6 0.9 5.8 5.6 
1958-59 1.8 1233 10.5 Al eS 6.4 
1959-60 oN lore 11.9 1.4 8.7 7.9 
1960-61 2:1 WAS 5 123 7.9 es 
1961-62 231 12.9 iN ay 13 8.1 Tal 
1962-63 2a 1367 2p) 1.4 9.1 8.0 
1963-64 2.2 14.0 12.0 1.4 8.8 7.6 
1964-65 2a 12.8 23 12 7.6 eS 
1965-66 2.0 12.4 12.8 1.2 pie) 7.8 
1966-67 1.9 12.1 11.9 Vl 6.8 6.7 
1967-68 1.9 12.1 11.3 1.0 6.3 5.9 
1968-69 2.0 123 11.9 1.1 6.4 6.2 
1969-70 PH! 11.9 21 1.0 5.8 6.0 
1970-71 22 1237 12.1 1.0 6.0 S7 
1971-72 2.2 12.8 Lue, 1.0 5.9 5.4 
1972-73 22 12.0 11.1 1.0 5.4 5.0 
1973-74 231 11.5 10.5 0.9 49 4.5 
1974-75 22 iy ba 10.4 1.0 4.9 4.6 
1975-76 2.4 12.6 10.6 lel 6.0 5.1 
1976-77 25 13e7) 11.6 2 6.7 ad) 
1977-78 2.6 16.0 123 1.4 8.5 6.5 
1978-79 3.0 19.1 14.2 1.7 10.8 8.0 
1979-80 32 20.3 15.9 1.8 Ls 9.1 
1980-81 3.6 21.9 17.1 2.1 12.9 10.1 
1981-82 4.4 25,2 20.2 3.0 16.8 13.5 
1982-83 4.7 Pai fe) 19.1 3.4 20.2 13.9 
1983-84 4.6 28.2 18.7 3:5 21.4 14.2 
1984-85 53 317 20.6 4.3 2547 16.7 


Ne 
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Table XI 
Public Debt 


i ee ee ee ee 
Net public debt 


Gross Net 

public recorded (millions of (per cent 

debt assets dollars) of GNP) 
Sa a eee ag as se et Le ee eee 
1926-27 2,726 378 2,348 45.6 
1931-32 2,827 451 2,376 50.6 
1936-37 3,542 458 3,084 66.6 
1941-42 6,563 2,562 4,001 48.3 
1946-47 16,849 4,180 12,669 106.6 
1951-52 15,940 5,444 10,396 48.0 
1956-57 16,658 5,045 11,613 36.2 
1957-58 16,972 5,163 11,809 Sie. 
1958-59 18,848 6,162 12,686 36.5 
1959-60 19,576 6,290 13,286 36.1 
1960-61 20,287 6,472 13,815 36.0 
1961-62 Qa 6,961 14,763 Si 
1962-63 23,154 7,558 15,596 36.3 
1963-64 24,936 8,171 16,765 36.5 
1964-65 26,014 8,934 17,080 34.0 
1965-66 26,612 9,835 16,777 30.3 
1966-67 28,037 11,072 16,965 27.4 
1967-68 29,623 11,946 176i & 26.6 
1968-69 31,834 13,756 18,078 24.9 
1969-70 33,075 15,328 17,747 22.2 
1970-71 36,927 18,40] 18,526 21.6 
1971-72 40,985 20,916 20,069 Die2 
1972-73 44,509 22,764 21,745 AVA 
1973-74 47,361 23,614 23,747 19.2 
1974-75 52,695 26,932 25,763 eS 
1975-76 59,644 28,132 SiS 19,1 
1976-77 67,169 29,346 37,823 19,7 
1977-78 79,744 31,476 48 268 23.0 
1978-79 96,840 35,936 60,904 26.2 
1979-80 104,767 322353 72,414 27.4 
1980-8 | 120,339 34,396 85,943 28.9 - 
1981-82 137,358 36,663 100,695 29.6 
1982-83 165,861 37,477 128,384 35.8 
1983-84 199,206 38,399 160,807 41.2 
1984-85 236,740 37,687 199,053 47.3 


a a ae Tee ee 
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Table XII 


Total Borrowing 


1961-62 
1962-63 
1963-64 
1964-65 
1965-66 


1966-67 
1967-68 
1968-69 
1969-70 
1970-71 


[971-72 
1972-73 
1973-74 
1974-75 
1975-76 


1976-77 
1977-78 
1978-79 
1979-80 
1980-81 


1981-82 
1982-83 
1983-84 
1984-85 


Financial requirements 


Excluding 
foreign 
exchange 


transactions transactions 


— 853 
— 939 
— 259 
84 
98 


— 660 
— 1,378 
—811 
234 

— 1,028 


— 1,366 
— 1,308 
—1,517 
— 2,139 
—4,774 


— 5,548 
— 8,449 
—11,212 
— 10,130 
— 10,037 


— 9,236 
— 23,793 
— 25,199 
— 29,801 


Including 
foreign 
exchange 


— 662 
— 1,234 
— 330 
—377 
— 63 


—417 
— 752 
— 1,571 
—154 
— 2,423 


— 2,038 
— 1,383 
— 1,386 
— 1,546 
— 4,779 


— 4,267 
— 7,263 
— 6,851 
— 10,573 
— 8,960 


— 8,678 
— 24,433 
— 24,785 
— 27,378 


Change 
in cash 
position 


Domestic 
borrowing 


(millions of dollars) 


416 
— 400 
45] 
—145 
~ 46 


181 
203 
—415 
236 
431 


322 
399 

— 1,189 
2,394 
—152 


545 
909 
E927 

— 2,695 
2193 


689 

— 2,041 
1,833 
— 554 


1,078 
834 
781 
232 

{7 


598 
955 
1,156 
390 
2,854 


2,360 
1,782 

197 
3,940 
4,627 


4,812 
8,172 
8,778 
7,878 
Lat S3 


9,367 
22,392 
26,618 
26,824 


Total borrowing 


Foreign 
borrowing 


855 
6,186 
— 2,516 


634 
OTF 
— 299 
Dl 


Total 
borrowing 


1,078 
1) 
746 
232 
12 


293 
750 
1,438 
B95 
2,744 


2,358 
1,780 

121 
3,890 
4,599 


4,810 
9,027 
14,964 
5,362 
11237 


10,001 
23,369 
26,319 
291.95 
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Tableau XVIII 


Actif et passif des Régimes de pensions du Canada et de rentes du Quebec 
(Comptabilité nationale: selon les Comptes du bilan national) 


Eléments financiers Actif Actif Eléments financiers Actif Actif 


non moins | non moins 
Passif Actif Dette nette _ financier passif Passif Actif Dette nette _ financier passif 
ii 2 ee ee ee eee ee 
(en milliards de dollars) (en pourcentage du PNB) 
1966 - Oni —0.7 ~ 0.7 ~ ial —1.1 - Ie 
1967 = 1.6 —1.6 - 1.6 - 2.4 —2.4 - 2.4 
1968 - 2.6 —2.6 - 2.6 - 3.6 — 3.6 - 3.6 
1969 - Eth —3.7 - J ~ 4.7 —4.7 = 4.7 
1970 - 49 —4.9 - 4.9 - bet —5.7 - ay 
1971 - 6.2 —6.2 - 6.2 - 6.5 — 6.5 - 6.5 
1972 - 7.6 —7.6 - 7.6 - pz —7.2 - qa 
1973 - 9.0 —9.0 ~ 9.0 ~ hed, —7.3 - i 
1974 - 10.8 — 10.8 - 10.8 - 23 —7.3 - es 
1975 - 12.8 —12.8 - 12.8 - ray —7.7 - At 
1976 - 15.0 —15.0 - 15.0 - 7.8 —7.8 - 7.8 
1977 - 17.2 —17.2 ~ 17.2 - 8.2 —8.2 - 8.2 
1978 ~ 19.7 —19.7 - 19.7 ~ 8.5 —8.5 - 8.5 
1979 ~ 22.4 —22.4 - 22.4 ~ 8.5 —8.5 - 8.5 
1980 - 25.4 —25.4 - 25.4 ~ 8.5 —8.5 ~ 8.5 
198] - 28.6 — 28.6 - 28.6 ~ 8.4 —8.4 - 8.4 
1982 - 32.4 — 32.4 ~ 32.4 - 9.0 —9.0 - 9.0 
1983 ~ 35.6 — 35.6 - 35.6 9.1 -—9.1 - 9.1 


1984 - Soa — 39.1 - 39] - 33 —9.3 : 
a ee ee ee ee 


Source: Statistique Canada, Comptes du bilan national, 1961-1984, an., n° de cat. 13-214. 
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Tableau XVII 


Actif et passif du gouvernement fedéral 
(Comptabilité nationale: selon les Comptes du bilan national) 


1961 
1962 
1963 
1964 
1965 


1966 
1967 
1968 
1969 
1970 


1971 
1972 
173 
1974 
1975 


1976 
1977 
1978 
1979 
1980 


198] 
1982 
1983 
1984 


Source: Statistique Canada, Comptes du bilan national, 1961-1984, annuelle, n° de cat. 13-214. 


Eléments financiers Actif Actif Eléments financiers Actif Actif 
non moins non moins 
Passif Actif Dette nette —_ financier passif Passif Actif Dette nette —_ financier passif 
(en milliards de dollars) (en pourcentage du PNB) 
10.8 Tee 3.6 16.7 13.1 Fl ip 18.1 9.2 42.2 33.0 
ole 7 7.8 3.9 18.4 14.5 242 18.1 9.1 42.8 ae! 
12.6 8.3 4.4 20.5 16.2 245 18.0 9.5 44.7 35.1 
13.8 9.0 4.8 22.4 17.6 27.4 17.8 9.6 44.6 34.9 
esa 9.8 53 26.0 20K 27.3 Lee7 9.6 46.9 37.3 
17.3 hel 6.2 29.7 23.5 28.0 17.9 10.1 48.1 38.0 
19.8 (2.2 7.6 32.3 24.7 29.8 18.4 Pikes 48.6 37.1 
22, | 13.8 8.3 34.3 26.0 30.4 19.0 11.4 47.3 35.8 
24.3 16.0 8.3 38.1 29.7 30.5 20.1 10.4 47.7 37.3 
27.0 18.3 8.7 42.2 33.4 315 2103 10.2 49.2 39.0 
29.6 19:9 9.7 48.0 38.3 31.4 21el 10.3 50.8 40.5 
328 21.6 Ieie2 Sal 41.9 Sh 2 20.5 10.7 50.5 39.8 
36.4 24.5 GS 60.6 48.8 29.5 19.9 9.6 49.1 395 
41.0 28.5 12:5 ialew 64.7 21S 19.3 8.5 5205 43.9 
47.5 Sled 16.2 90.2 73.9 28.7 18.9 9.8 54.5 44.7 
53.4 35.3 18.0 100.6 82.5 27.8 18.4 9.4 52.4 43.0 
60.5 41.7 18.8 I ee 93.7 28.8 19.9 8.9 53.9 44.6 
1.6 49.6 220) 124.6 102.6 30.8 21.4 9.5 53:7 44.2 
77.6 56.2 pAlBS: 141.0 119.6 29.3 Zhe3 8.1 a3 45.3 
86.8 66.1 20.8 160.1 139.3 29.2 Mines 7.0 53.8 46.8 
98.7 82.3 16.4 186.7 170.3 29.1 24.2 4.8 55.0 50.1 
115.8 89.2 26.6 206.1 179.5 324 24.9 7.4 S75 50.1 
128.2 93.8 34.5 DiSsh 181.2 32.9 24.1 8.8 55.3 46.5 
141.2 100.1 41.1 243.3 202.2 33.6 23.8 9.8 57.8 48.0 


6€I 


Tableau XVI 


Actif et passif du gouvernement fédéral 
(Comptabilité nationale: selon les Comptes du bilan national) 


a a eR a a ee ee a 


Eléments financiers Actif Actif Eléments financiers Actif Actif 
non moins © © non moins 
Passif Actif Dette nette —_ financier passif Passif Actif Dette nette —_ financier passif 
(en milliards de dollars) (en pourcentage du PNB) 

1961 19.0 11.4 7.6 4.0 —3.6 48.0 28.7 19.2 10.1 —9.1 
1962 20.0 121 8.0 4.2 —3.8 46.7 28.1 18.6 9.8 —8.9 
1963 PANS | 12.8 8.4 4.4 —4.0 46.0 pa 8 | 18.2 9.5 —8.7 
1964 21.6 13:6 8.1 4.5 — 3.6 43.0 27.0 16.1 9.0 —7.1 
1965 2188 14.3 dS 4.9 —2.6 39.3 25.8 13.5 8.9 —4.6 
1966 225 15.3 fee Re) —1.7 36.4 24.7 Tes? 8.9 —2.0 
1967 23.8 16.5 7.4 6.0 —1.3 35.9 24.8 11.1 9.1 — 2.0 
1968 25.6 18.2 7.4 6.4 —1.1 35.3 25.0 10.2 8.8 —1.5 
1969 26.0 19.6 6.3 7.0 0.6 3255 24.6 7.9 8.7 0.8 
1970 28,2 21.9 6.3 he [2 32.9 25:5 7.4 8.7 3 
197] 31.4 24.9 6.5 8.4 1.9 3322 26.3 6.9 8.9 20 
1992 33m. 26.8 6.9 9.1 23 32.0 255 6.5 8.7 pap. 
1973 33.9 Zia 6.2 10.1 3.9 27.4 22.4 5.0 8.2 a2 
1974 39.2 33.6 5.6 12:2 6.6 26.6 22.8 3.8 8.3 4.5 
1975 43.8 34.7 9.1 14.2 Ee | 26.5 21:0 aie) 8.6 3.1 
1976 48.1 35:3 1257, 16.0 333 25.1 18.4 6.6 8.4 ey 
1977 56.0 37.6 18.3 17.9 —0.4 26.6 17.9 8.7 8.5 —0.2 
1978 isd 41.3 29.9 19.6 —10.4 30.7 17.8 12.9 8.4 — 4.5 
1979 78.0 39.8 38.2 21.8 — 16.4 29.5 ea 14.5 8.2 —6.2 
1980 92.8 43.8 49.0 23.8 —25.2 Bee 14.7 16.5 8.0 —8.5 
198] 106.7 50.0 56.7 25.8 — 30.8 31.4 14.7 16.7 7.6 —9.1 
1982 126.8 49.1 Che! 28.6 — 49.1 35.4 87, Dear 8.0 — 13.7 
1983 154.6 55.2 99.4 30.1 — 69.3 39.6 14.2 25.5 | —17.8 
1984 182.9 54.3 128.6 33.2 —95.4 43.5 12.9 30.6 7.9 — 22.7 


ata ee ee ee ee ieee 


Source: Statistique Canada, Comptes du bilan national, 1961-1984, an., n° de cat. 13-214. 
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Tableau XV 


Recettes, dépenses et excédents ou déficits des administrations publiques, 1961-1984 
En pourcentage du Produit national brut (Comptes nationaux des revenus et des dépenses) 


Administrations provinciales- 


Ensemble des administrations” Administration fédérale locales-hospitali¢res 
Excédent ou Excédent ou Excédent ou 
Recettes Dépenses déficit(—) Recettes Dépenses déficit(—) Recettes Dépenses deficit(—) 


ee ee eS ES SS 


(en pourcentage du PNB) 


1961 87 30.8 Sey 17.1 18.1 aIEC 14.4 15.5 ih 
1962 29.1 30.7 1.6 16.3 17.4 =ai02 15.5 15.9 ~0.5 
1963 28.9 30.3 4 15.9 16.5 ~0.6 15.6 16.3 =07 
1964 29.8 29.6 0.2 16.6 15.9 0.7 15.7 16.2 0.5 
1965 30.3 29.9 0.4 16.4 15.4 1.0 16.4 17.0 ~0.6 
1966 31.6 30.9 0.7 16.1 15.8 0.4 17.0 17.8 =O5 
1967 33.1 32.9 0.2 16.4 16.5 mou 18.3 19.3 =o 
1968 34.4 330 OF 16.8 16.8 é 19.4 20.1 =O} 
1969 36.5 34.1 2.4 18.2 16.9 1.3 20.3 20.6 met 
1970 373 36.4 0.9 18.1 78 0.3 21.6 22.3 Be 
1971 37.4 37.3 0.1 18.3 18.4 20m 9) 232 Sik 
1972 37.8 37.8 0.1 18.6 19.1 ~0.5 22.0 je: BOG 
1973 37.5 36.5 1.0 18.5 18.1 0.3 21.4 21.9 205 
1974 39.8 37.9 1.9 20.3 19.6 0.8 22 aye 0.1 
1975 38.9 41.3 a4 19.2 iS 273 22.6 24.0 =A 
1976 38.3 40.0 224i 18.4 20.2 Brine 226 21 =e 
1977 38.7 41.1 = 4 17.4 20.8 35 24.3 24.3 7 
1978 38.5 a7 oi 16.5 oa | ~ 4.6 24.9 24.5 0.4 
1979 38.5 40.2 mapas 16.5 19.9 Eas 24.6 23.9 0.7 
1980 39.1 41.8 7 17.0 20.5 Ba 5 24.5 24.7 ~0.2 
1981 41.4 43.0 25156 19.0 210) =e) 24.6 25.0 0.4 
1982 42.5 47.5 2510 18a] 24.0 S555 25.9 26.7 =O 
1983 41.8 47.9 Sp) ee 24.2 260 26.1 26.9 os 
1984 42.6 48.9 = 1596 18.5 25.5 = ING 26.6 26.7 = 


‘) Y compris les Régimes de pensions du Canada et de rentes du Québec. 


Source: Statistique Canada, Comptes nationaux des revenus et des dépenses, trim., n° de cat. 13-001. 
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Tableau XIV 


Recettes, dépenses et excédents ou déficits des administrations publiques, 1961-1984 
Selon les Comptes nationaux des revenus et des depenses 


SS Ses eee ee ee eee 


Administrations provinciales- 
Ensemble des administrations” Administration fédérale locales-hospitaliéres 
IS 2 eee ee 
Excédent ou Excédent ou Excédent ou 
penses deficit(—) 


Recettes Dépenses déficit(—) Recettes Dépenses deéficit(—) Recettes Dé 
nee ae ee ee a ee 


(en milliards de dollars) 


1961 11.4 ioe —0.8 6.8 en —0.4 57 6.1 —0.4 
1962 125 32 —0.7 7.0 Je) —0.5 6.6 6.8 —0.2 
1963 a3 139 — 0.6 V3 7.6 —0.3 Ted eS —0.3 
1964 15.0 14.9 0.1 8.4 8.0 0.3 ie) 8.1 —0.2 
1965 16.8 16.6 0.2 a1 8.6 0.5 Oh 9.4 —0.3 
1966 1925 (921 0.4 10.0 9.8 Oz 10.5 11.0 —0.5 
1967 22.0 21.8 0.1 10.9 11.0 —0.1 |e 12.8 —0.7 
1968 25.0 24.5 0.5 [222 12.2 - 14.1 14.6 —0.5 
1969 lis) PB fe Ds 129 14.5 [325 1.0 16:2 16.4 —0.2 
1970 32.0 Sth 0.8 13.5 1523 0.3 18.5 N92 —0.7 
1971 35.3 g52 0.1 ie 17.4 —0.1 20.9 pa —1.0 
1972 39.8 BOF) 0.1 19.6 20.1 — 0.6 Caen Pe —0.7 
1973 46.3 45.0 es) 22.8 22.4 0.4 26.4 27.0 — 0.6 
1974 58.8 56.0 2.8 30.0 28.9 1.1 32.6 32.7 —0.1 
ee 64.2 68.3 —4.0 oH fa 35:5 —3.8 37.4 Si Je —2.2 
1976 ter) UM — 3.2 22a 38.1 —3.4 43.4 45.4 — 2.0 
1977 81.3 86.3 —5.0 36.5 43.8 —7.3 Sh te 51.0 0.1 
1978 89.5 96.8 —7.3 38.4 49.0 — 10.6 Sieh 56:9 0.9 
1979 LOL. 106.3 — 4.6 43.6 Seay —9.] 65.0 G32 1.8 
1980 116.3 124.4 —8.] 50.6 61.0 —10.4 E29 7X6 —0.7 
1981 140.7 146.1 —5.4 64.7 Ipn| —7.4 83.5 84.8 —1.3 
1982 [5221 170.0 —17.9 67.2 86.1 — 18.9 92-9 95.7 —2.8 
1983 162.8 186.9 — 24.1 70.4 94.5 — 24.1 101.7 104.9 —3.2 
1984 17931 205.8 — 26.7 iniey 107.3 — 29.7 Lisl 112.4 —0.3 


‘” Y compris les Régimes de pensions du Canada et de rentes du Québec. 


Source: Statistique Canada, Comptes nationaux des revenus et des dépenses, trim., n° de cat. 13-001. 
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Tableau XIII 


Dette publique brute 


Dette non échue détenue par des tiers 


Obliga- Moins: 


Obligations négociables* tions* porte- Comptes Comptes Autres Dette 
: Bonsdu  d’épargne _feuilles de d'intérét et éléments publique 
Intérieures Etrangéres Total Trésor duCanada_ delEtat Total pensions de dette de passif brute 


(en millions de dollars) 


1961-62 10,813 130 10,943 1,885 4,055 5 16,788 2,291 275 2,370 21,724 
1962-63 10,792 411 11,203 2,165 4,582 3) 17,918 2,562 293 2,381 23,154 
1963-64 11,041 376 11,417 2,230 5,092 ~99 18,640 3,447 321 2,528 24,936 
1964-65 10,866 376 11,242 2,140 5,552 —61 18,873 4,150 339 2,652 26,014 
1965-66 10,712 371 11,083 2,150 5,733 81 18,885 4,489 391 2,847 26,612 
1966-67 10,986 366 11,352 2,310 6,017 — 200 19,479 4.890 427 3,241 28,037 
1967-68 11,542 160 11,702 2,480 6,096 — 49 20,229 5,350 499 3,545 29,623 
1968-69 12,263 442 12,705 2,840 6,169 =47 21,667 5,883 581 3,703 31,834 
1969-70 12,248 447 12,695 2,895 6,579 E107 22,062 6,503 600 3,910 33,075 
1970-7} 12,989 337 13,326 3,735 7,804 ~ 60 24,805 7,200 839 4,083 36,927 
1971-72 13,354 336 13,690 3,830 9,712 61 27,165 7,934 1,158 4,728 40,985 
1972-73 13,391 334 13,725 4,290 10,989 — 60 28,944 8,792 1,506 5,267 44,509 
1973-74 13,560 258 13,818 4,905 10,406 —64 29,065 9,794 1,801 6,701 47,361 
1974-75 14,282 208 14,490 5,630 12,915 Shi 32,958 11,054 2,257 6,426 52,695 
1975-76 15,447 176 15,623 6,495 15,517 = 87 37,548 12,557 2,923 6,616 59,644 
1976-77 17,714 174 17,888 8,255 16,304 —89 42,358 14,212 3,619 6,980 67,169 
1977-78 21,146 1,031 Dota 11,295 18,011 —98 51,385 16,101 4,523 7,735 19,744 
1978-79 26,496 “onl 33013 13,535 19,247 — 146 66,349 18,056 4,014 8.421 96,840 
1979-80 32,900 4,710 37,610 16,325 18,081 2RGs Theda 20,021 3,976 9,059 104,767 
1980-8 | 40,795 4,794 45,589 21,770 15,812 52) )3 82,948 22,329 4,162 10,900 120,339 
1981-82 43,429 5,428 48,857 19,375 24,978 61 92,949 25,343 6,095 12,971 137,358 
1982-83 48,304 6,405 54,709 29,125 32,641 =sUS7r eahi6-318 28,826 7,710 13,007 «165,861 
1983-84 56,961 6,106 63,067 41,700 38,204 —334 142,637 32,688 8.622 15,259 199,206 
1984-85 69,356 9,077 78,433 52,300 41,960 6 leery? 36,990 9,418 17,900 236,740 


* Comprend les effets de la dette publique détenue par I’Etat. 


Sel 
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Tableau A.5.1 


Dette du gouvernement du Canada: repartition par échéance 
1970-71 a 1984-85 
(en pourcentage de l’encours total) 


Dette libellée en monnaie canadienne Dette libellée en monnaie ¢trangére 
3 ans et moins 
Obligations 
Bons du 3-5 5-10 10 ans d’épargne Préts a Lignes Dette 
Trésor Obligations ans ans et plus du Canada _ Obligations terme de crédit totale 


(en pourcentage) 


1970-71 15.0 1977 10.9 10.2 Des 31.4 13 — — 100.0 
W772 14.0 18.1 11.6 7.6 Leg. Zeal ial = = 100.0 
1972-73 14.8 18.1 10.8 6.3 10.8 38.0 el == = 100.0 
1973-74 17.0 17.4 8.2 15.4 ay 36.1 0.8 — — 100.0 
1974-75 17.0 19.5 8.7 10.2 4.9 39:1 0.6 — oe 100.0 
1975-76 WA) ESez ies 5.8 6.3 40.9 0.4 == = 100.0 
1976-77 BS 16.9 oe) 6.4 8.9 38.4 0.4 = = 100.0 
1977-78 PASS) 15.6 2 ge 11.0 35.0 0.3 = le 100.0 
1978-79 202 1233 9.4 4.5 14.0 PA ell 5.0 ta 4.2 100.0 
1979-80 22.6 sa ila 3.4 16.9 251 4.2 i 0.5 100.0 
1980-81 26.3 13.9 10.6 CP) 21:0 19.1 Bo 0.4 les 100.0 
1981-82 21.0 16.8 8.0 Piel We) 210 4.2 0.6 = 100.0 
1982-83 PREG) 14.0 7.4 4.6 ee) 28.3 4.2 0.3 — 100.0 
1983-84 223 1A 4.6 7.8 15.6 26.9 3.0 0.3 0.4 100.0 
1984-85 30.4 10.3 4.3 10.3 i525 24.6 2.8 0.7 ial 100.0 


Siludec! 85 29.9 8.7 5.6 11.4 14.2 25.0 a2) isi 0.6 100.0 
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Tableau A.3.4 


Comparaisons Canada-FEtats-Unis: Deficit, dette et paiements d’intérét, 
1975-76 a 1985-86 


Esti- 


mations 
1975-76 1976-77 1977-78 1978-79 1979-80 1980-81 1981-82 1982-83 1983-84 1984-85 1985-86 


(par exercice, en milliards de dollars et en pourcentage du PNB) 


Comptes publics 


Canada 
Besoins financiers —4.8 — 5.5 —8.4 —11.2 —10.1 —10.0 —9.2 — 23.8 — 25.2 — 29.8 — 28.8 
_ (en pourcentage du PNB) (—2.9) (—2.9) (—4.0) (—4.8) (—3.8) (—3.4) (—2.7) (— 6.6) (—6.5) (—7.1) (—63) 
Etats-Unis 
Deficit total =I33)° (35356 ~—=59 2" —402,. =73:8. 5 78.9" 1279 — 207.8 — 185.3 —212.3 — 202.8 
(en pourcentage du PNB) (—4.3) (—2.8) (—2.7) (—1.6) (—2.8) (—2.6) (-—4.1) (—6.3) (—S.0) (— 5.4) (—4.8) 
Canada 
Dette non échue détenue par des tiers 375 42.4 51.4 66.3 7 eal 82.9 92.9 116.3 142.6 172.4 203.5 
_ (en pourcentage du PNB) O27 (22.1) 5" Cas) 28:6), (27.1) = CP), “OT4) (32.5) (36.6) (40.9) (44.8) 
Etats-Unis 
Dette détenue par le grand public 480.3 $51.8 610.9 6446 715.1 794.4 929.4 1,141.8 i312.6 1,509.9 1,714.0 
(en pourcentage du PNB) (83), (©@8:5)— (8.1) (63) (68) (26.6) ) (29:6) (34.4) (3535) (38.4) (40.9) 
Canada 
Service de la dette publique nette 169 233 Des) 4.0 4.8 6.3 10.1 p33 13.7 iSa2 2S), 
(en pourcentage du PNB) (1.1) (Gu) (1.4) CI?) (1.8) (250) (3.0) (3.4) (3.5) (4.3) (4.8) 
(en pourcentage des recettes, revenu de (6.4) (GD) (9.2), ACh) (42.6) C14 De 201823) ( 21.9) (23.0) (275) (29.4) 
_ placements exclu) 
Etats-Unis 
Service de la dette publique nette 26.7 299 35.4 42.6 SPAS) 68.7 85.0 89.8 Will 129.4 142.7 
(en pourcentage du PNB) (1.6) (1.5) (1.6) (167) (2.0) (2.3) (2.7) (237) (3.0) (3.3) (3.4) 
(en pourcentage des recettes, gains de la (9.1) (8.5) (9.0) (9:4): “(10a “CIeA)y “Ch4a1) (Gls) (17.1) (18.1) (18.8) 


Réserve fédérale exclus) 


() Pour les Etats-Unis, chiffres des Comptes nationaux non révisés. 
) Y compris les dépenses hors budget. 
Remarque: L’exercice va du 1* au 30 septembre aux Etats-Unis, et du 1* avril au 31 mars au Canada. 


Sources: Statistique Canada, Comptes nationaux des revenus et des dépenses, n° 13-001; Budget of the United States Government Fiscal Year 1987: Congressional 
Budget Office, Economic and Budget Outlook: An Update, aout 1985; et ministére des Finances. 
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